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Útdráttur 
 

Samfélagslegt rekstrarleyfi (Social License to Operate) er nýlegt hugtak í 

viðskiptasiðfræði, sem spratt úr umræðunni um samfélagsábyrgð fyrirtækja (Corporate 

Social Responsibility). Stutta skilgreiningin er sátt samfélagsins við áhrif fyrirtækis á 

nærsamfélagið eða samfélagið í heild sinni. Í fræðunum er því oft haldið fram að 

samfélagslegt rekstrarleyfi eigi rætur sínar í kenningunni um samfélagssáttmálann (social 

contract theory) í stjórnmálaheimspeki. Þó eru hugtakatengsl samfélagslegs rekstrarleyfis 

og kenningarinnar um samfélagssáttmálann lítið rannsökuð. Með greiningu á eldri 

skrifum á sviði viðskiptasiðfræði er samband hugtakanna tveggja kannað í þessari ritgerð. 

Þrjú meginþemu mynda kjarna bæði samfélagslegs rekstrarleyfis og 

samfélagssáttmálans: lögmæti, samþykki, og traust. Jafnfram eru samfélagslegt 

rekstrarleyfi og samfélagssáttmáli notuð sem líkön og myndhverfingar. Einnig er fjallað 

um samtíma tilraunir til að greina viðskiptaumhverfið með hjálp 

samfélagssáttmálakenningarinnar. Leitast er við að skýra tengsl samfélagssáttmála 

viðskiptalífsins (‘business covenant’) – þ.e. vilyrði viðskiptalífsins um samfélagslega 

ábyrgan rekstur – og samfélagslegs rekstrarleyfis. Tilgáta er sett fram um tengsl milli 

samfélagslegs rekstrarleyfis og eldri kenningar um samfélagssáttmála í 

viðskiptasamhengi, þar sem samfélagssáttmáli viðskiptalífsins er kenningarlegt viðmið 

um góða viðskiptahætti og samfélagslegt rekstrarleyfi er notað til að lýsa þeirri stöðu 

þegar fyrirtæki starfar í sátt við nærsamfélag. Vonast er til að innlegg ritgerðarinnar í 

fræðin verði bætt hugtakanotkun í umræðunni um samfélagslegt rekstrarleyfi og 

samfélagssáttmálann í viðskiptasiðfræði.  
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Abstract 
 

The Social License to Operate, or ‘social license,’ is a recent concept of business ethics, 

emerging in the discussions around Corporate Social Responsibility (CSR). It is broadly 

defined as the ongoing public acceptance of a business’s impact on the local community 

or society at large. It is often stated that the social license is rooted in social contract 

theory of political philosophy. However, this link between the social license and social 

contract theory is little researched. Through a literature analysis of the field of modern 

business ethics, this thesis aims to investigate the conceptual links between the social 

license and the social contract. It identifies three main themes that are at the core of both 

concepts: legitimacy, consent, and trust. Further, the social license and the social contract 

are used as metaphors and models. This thesis reviews current attempts to apply social 

contract theory to the domain of business. It aims to clarify the relation between a 

potential ‘business covenant’ – i.e., an application of social contract theory to business – 

and the social license. The thesis develops a notion of the relation between the social 

license and the social contract applied to business, where a ‘business covenant’ is the 

normative basis for standards of good business practice and where the social license is 

the empirical validation of such standards. This thesis hopes to bring greater clarity to the 

discussion of the social license and the use of the social contract idea in business ethics 

and to thereby contribute to the academic discourse. 

 

Key words: Social License to Operate (SLO), social contract theory, business ethics, 

political philosophy, Corporate Social Responsibility (CSR), legitimacy  
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1 Introduction 
 

“Commerce softens … and polishes the manners of men” – William Robertson1 

 

In his 1977 book The Passions and the Interests, Albert O. Hirschman gives a new 

description of how capitalism came into being. He departs from the hitherto dominant 

Marxist and Weberian lines of thought, which deemed the emergence of capitalism as a 

result of external or material rather than endogenous forces. Marxist theory conceives of 

history as being driven by changes in material conditions and the relations of production 

(historical materialism), whereas Weber sees religion (the reformation and the protestant 

work ethic) as a main driver in the rise of capitalism. Hirschman points to a shift in 

thought that took place in Europe during the seventeenth and eighteenth century – the 

reconceptualization of money-making from a long condemned, sinful, vicious passion to 

a virtuous, rational interest. As money-making was no longer an expression of greed, it 

became socially acceptable. This paradigm shift laid the groundwork for modern 

capitalism. 

A new word acquired vogue in the paradigm shift in the late seventeenth century. 

The word “douceur of commerce” conveyed the “sweetness, softness, calm, and 

gentleness” of the profit-seeking endeavor (Hirschman, 1997; p. 59). Montesquieu, for 

instance, seized on the idea of the doux commerce: “… wherever the ways of man are 

gentle (mœurs douces) there is commerce; and wherever there is commerce, there the 

ways of men are gentle” (as cited in Hirschman, 1997; p. 60). Montesquieu continues: 

“Commerce … polishes and softens (adoucit) barbarian ways as we can see every day” 

(ibid.). So, commerce spreads gentle manners and tames the unruly passions of man. 

 At a long distance from the birth of capitalism in the seventeenth century at the 

global triumph of capitalism today, where is the ‘douceur of commerce?’ Was it lost along 

the way? In Iceland in 2016, a company was shamed for its ill-mannered conduct of 

business (Jóhannsdóttir, 2017a). Icelandic egg farm Brúnegg had sold eggs at a steep 

premium for years, claiming that its hens were treated with “love and care.”2 Brúnegg 

eggs carried an eco-friendly label to attract consumers. However, the requirements for 

                                                 
1 As cited in Hirschman (1997; p. 61). The original passage can be found in William Robertson’s 1769 A 

View of the Progress of Society in Europe, Chicago University Press 1972, p. 67. 
2 RÚV: “Kastjós í kvöld: Neytendur blekktir um árabil.” November 28, 2016. Accessed on September 5, 

2018, retrieved from: http://www.ruv.is./frett/kastljos-i-kvold-neytendur-blekktir-um-arabil 

http://www.ruv.is./frett/kastljos-i-kvold-neytendur-blekktir-um-arabil
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such label were never met. The company had earned considerable profits in the years 

prior to 2016 and had thus deliberately and successfully deceived consumers.3 The tide 

turned with investigative efforts and broadcasts of Icelandic national broadcasting service 

RÚV in late 2016. As information about the Brúnegg hens’ true and disgraceful living 

conditions reached the public, the company was publicly shamed, particularly in the 

social media. Brúnegg’s deceitful company behavior sparked outrage, especially among 

those consumers who had valued its supposedly eco-friendly policies. Grocery stores took 

swift action and removed the product from their shelves.4 Brúnegg was thereby forced to 

cease operations and file bankruptcy soon after.5 The company had lost its credibility and 

the acceptance and trust of the consumers and the public. It had lost something that, as 

will become apparent in this thesis, is best conceptualized as a ‘social license’ 

(Jóhannsdóttir, 2017a). 

Around the time when Brúnegg went out of business, in November 2016, United 

Silicon, a large-scale industrial plant to produce silicon metal, went into operations on the 

southern peninsula of Iceland. In a heavily indebted community, among community 

members, local and national politicians, creditors, and other stakeholders alike, the 

development project was met with initial enthusiasm (Jóhannsdóttir, 2017b). Not only 

was the project seen as a great economic opportunity, the production of silicon metal – 

used in the production of various hygiene products, such as toothpaste and shampoo, as 

well as in cars and airplanes – was also thought to be environmentally-friendly because 

the electricity needed would come from renewable sources (ibid.). Soon however, 

problems occurred. Local residents reported health issues such as respiratory problems 

and headaches due to air pollution from the plant.6 The project had turned from a “dream” 

to a “nightmare” for the local community (Jóhannsdóttir, 2017b). After public pressure 

xand investigations of the Environment Agency of Iceland (Umhverfisstofnun) that 

revealed serious constructions defects, United Silicon was declared bankrupt in January 

2017 and the plant was temporarily closed down by the Environment Agency in 

September 2017.7 Again, a business had lost the acceptance and trust of the local 

                                                 
3 Ritstjórn Kjarnans: “Brúnegg gjaldþrota: Eigendur Brúneggja hafa óskað eftir því að fyrirtækið verði tekið 

til gjaldþrotaskipta. Þeir harma vankantana í starfseminni.” Kjarninn, March 3, 2017. Accessed on 

September 4, retrieved from: https://kjarninn.is/frettir/2017-03-03-brunegg-gjaldthrota/ 
4 RÚV: “Hörð viðbrögð - Taka Brúnegg úr sölu.” November 28, 2016. Accessed on September 5, 2018, 

retrieved from: http://www.ruv.is./frett/hord-vidbrogd-taka-brunegg-ur-solu 
5 Cf. above Ritstjórn Kjarnans, March 2017. 
6 RÚV: “United Silicon gjaldþrota.” January 22, 2018. Accessed on September 5, 2018, retrieved from: 

http://www.ruv.is/frett/united-silicon-gjaldthrota 
7 Cf. above RÚV, January 2018. 

https://kjarninn.is/frettir/2017-03-03-brunegg-gjaldthrota/
http://www.ruv.is./frett/hord-vidbrogd-taka-brunegg-ur-solu
http://www.ruv.is/frett/united-silicon-gjaldthrota
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community and the wider public, hence legitimacy for its operations. Just as Icelandic 

egg farm Brúnegg, Silicon United in Iceland had lost its ‘social license’ (Jóhannsdóttir, 

2017a, 2017b). 

The ‘douceur of commerce,’ if ever existent, has fallen out of vogue again. At 

least, those who theorize about commerce have given up on it. Concepts of modern 

business ethics proceed from the notion that business needs taming to become a little 

more gentle. Not commerce softens the barbarian ways of man, but man must soften and 

polish the barbarian ways of commerce. It is hard indeed to ignore the irony that the word 

‘douceur of commerce’ entails. With beautiful song, it seems, capitalism has enchanted 

the minds of the seventeenth-century thinkers – only to reappear with the thundering voice 

of the fearful behemoth that it has become today. 

This thesis is concerned with the links between two concepts that appeal to 

modern business ethics. One concept is the Social License to Operate, the aforementioned 

‘social license.’ It emerges in the discussion around Corporate Social Responsibility 

(CSR) and is broadly defined as the ongoing public acceptance of a business’s impact on 

the local community or society at large (Blowfield and Murray, 2014). The other concept 

is the social contract. While the social license is a recent idea, social contract theory 

develops in the seventeenth and eighteenth century with the political philosophies of 

Thomas Hobbes, John Locke, and Jean-Jacques Rousseau. Social contract theory is both 

a political and a moral theory, which explains and justifies the legitimacy of, respectively, 

political authority and moral norms (Cudd and Eftekhari, 2017). The social license, on 

the other hand, indicates the legitimacy of a profit-seeking business (Boutilier, Black, and 

Thomson, 2012; Morrison, 2014). While the social license describes company-

community relationships or the relationship between business and society, the social 

contract describes the relationship between society and government. So it is often stated 

that the social license is rooted in social contract theory (cf. e.g. Boutilier et al., 2012; 

Demuijnck and Fasterling, 2016; Morrison, 2014). However, the descriptions as to this 

link between the social license and the social contract remain fragmentary. The aim of 

this thesis is to investigate this link and to stitch together the threads that bind the two 

concepts. The first research question of this thesis is therefore: 

 

1. [RQ1] Which are the conceptual links between the Social License to Operate and 

social contract theory? 
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The second research question of this thesis concerns current attempts to apply social 

contract theory from the domain of political and moral philosophy to the domain of 

business: 

 

2. [RQ2] What is the relation of the Social License to Operate and a potential 

‘business covenant,’ i.e., an application of social contract theory to business? 

 

Where RQ1 asks about the conceptual links between the social license and the social 

contract, RQ2 asks how the two concepts could (in practice) work together. 

Chapter 2 and Chapter 3 introduces, respectively, the social license and the social 

contract. The social license is placed into context with the concept of corporate 

responsibility and three different frameworks for the social license are discussed. The 

discussion of social contract theory is mainly limited to four social contract theorists: 

Thomas Hobbes, John Locke, and Jean-Jacques Rousseau, representing classic social 

contract theory, and John Rawls as a representative of modern social contract theory.8 

Chapter 4 turns to the first of the two research questions of this thesis, RQ1. There 

are recurring themes that run through the descriptions of both the social license and the 

social contract. The chapter identifies three main themes that are at the core of the two 

concepts – legitimacy, consent, and trust. Further, the social license and the social contract 

are bound together as metaphors and models. They convey a legalistic impression to 

relationships that are not literally legal and they serve as idealizations and abstractions 

and thus as models. The chapter describes the social license and the social contract as 

metaphors and models and how the three themes of legitimacy, consent, and trust unfold. 

It thereby hopes to give an answer to RQ1. 

Chapter 5 turns to the second research question of this thesis, RQ2. It turns to the 

question whether the social contract is a sensible basis for thinking of the social license. 

The question is whether social contract theory, taken from the domain of political and 

moral philosophy, can sensibly be applied to the domain of business to give rise to a 

‘business covenant’ that specifies norms and principles which the social license is thought 

to reflect. The chapter develops a notion of the relation of the social license and social 

contract theory applied to business, where a ‘business covenant’ is the theoretical, 

                                                 
8 Rawls’s political and moral philosophy is typically referred to as a theory of justice rather than a social 

contract theory. Rawls counts as a social contract theorist nevertheless as his theory of justice builds upon 

and resurrects the social contract tradition. 
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normative basis for standards of good business practice, and where the social license is 

the descriptive, empirical validation of these standards. The social license and the 

‘business covenant’ function as, respectively, empirical and normative ‘proof procedures’ 

for the legitimacy of standards of good business practice. Together, they form a ‘theorem’ 

of business ethics if the empirical norms that the social license reflects are consistent with 

the norms and principles that are the outcome of a social contract for business. 

This thesis is in large part a literature analysis. It reviews the academic literature 

in the field of modern business ethics. The discussion in Chapter 4 of the main themes 

that link the social license and the social contract bears resemblance to comparative 

analysis. It compares the different concepts by reference to similar ideas without being 

strictly methodical. The general method in this thesis is the philosophical approach – 

criticism, arguments, the formulation of questions, the justification of solutions, and 

reflection on the use and meaning of concepts.  
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2 The Social License to Operate 

 

This first chapter introduces the Social License to Operate (SLO). For convenience 

hereafter, the Social License to Operate is referred to as the ‘social license.’ The chapter 

begins with an overview of the definitions and perceptions of the Social License to 

Operate and traces back the origins of the concept. The chapter aims at explaining what 

the Social License to Operate entails, what businesses gain when their license is granted, 

and what they lose when it is revoked. Moreover, it outlines how the Social License to 

Operate relates companies and communities as collective actors. To work towards the 

subsequently discussed social contract, and to eventually discuss the two concepts at 

once, the chapter touches on the running themes of legitimacy, consent, and trust, as well 

as on the theme of metaphor. The chapter continues with a description of three different 

frameworks of the Social License to Operate. Finally, the chapter discusses where the 

Social License to Operate stands in relation to the concept of Corporate Social 

Responsibility (CSR).  

 

2.1 Emergence and perceptions of the social license 

 

The Social License to Operate lacks a consistent definition. It is typically referred to as 

the ongoing acceptance or approval of a company’s activities by the local community 

(Nelsen and Scoble, 2006; Thomson and Joyce, 2008) and other stakeholders who might 

affect business results (Graafland, 2002). The difference between ‘acceptance’ and 

‘approval’ reflects different levels of quality in the company-community relationships. 

Acceptance indicates only tacit consent and a disposition to tolerate, whereas approval 

indicates active agreement and favorable regard (Thomson and Joyce, 2008). A business 

acts in accordance with its social license if it meets the expectations of the local 

community or society at large and avoids those activities that are deemed unacceptable 

(Gunningham, Kagan, and Thornton, 2003). The conditions imposed on business by 

society may be stronger than what is legally or politically required (ibid.). To gain a social 

license, therefore, businesses must often go ‘beyond compliance’ (ibid.).9 

                                                 
9 Businesses must assume that the potential hazards and harms their operations may involve, if not clearly 

illegal, can soon become subject to public criticism, governmental regulation, or legal provisions. They 
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The social license can be of immediate relevance for businesses, as it is considered 

vital for stable and sustainable business operations. High levels of social license promise 

low socio-political risk (Boutilier, 2014). Low levels of social license entail risks of 

restricted access to resources of whichever type (ibid.). Loss of social license is frequently 

associated with termination of business operations and bankruptcy.10 The social license 

is indeed a fragile good. It is built slowly, but it may “vanish in a flash.”11 Once gained, 

the social license must continuously be maintained. Once lost, the social license is often 

lost for good. 

No standard procedure exists for businesses to gain a social license. Minimum 

‘licensing requirements’ include basic operational principles such as to uphold human 

rights, to avoid bribery and corruption, and to reduce environmental harm (Bice, 2014).12 

Yet the social license goes beyond such fundamentals. In the language of business, it 

entails elements such as to maintain a positive corporate reputation, to understand the 

norms, values, customs, history and culture of a local community, to educate stakeholders 

regarding intended business activities, and to engage in open dialogue with all 

stakeholders (ibid.). Further, to gain a social license, businesses may need to train 

workforce, give community support, and employ innovation and technology (ibid.). From 

the perspective of the local community, the social license is granted when the company 

is perceived to be respectful, to be listening, if it allows for participation and transparency, 

and if it is responsive and appears trustworthy (ibid.). In short, the social license is granted 

when a company is seen to be partaking in the challenges that a community or society 

face and when its behavior is not seen as merely strategic. 

Most authors locate the origin of the social license to operate in the mining 

industry. Jim Cooney, a former executive at mining company Placer Dome, introduced 

the term at a 1997 World Bank meeting, where it gained wider currency (Boutilier et al., 

2012). The social license was conceived of as a metaphor to compare the ability of local 

                                                 
must therefore go ‘beyond compliance’ by taking proactive measures that meet social expectations and that 

anticipate future regulation and legislation (ibid.). 
10 The Icelandic cases of the companies Brúnegg and United Silicon as described in the Introduction are 

two recent and notable examples. 
11 Paul Klein: “Companies’ social licence is built slowly – but vanishes in a flash: Too few companies 

appreciate how tenuous their position is,” Canadian Business, October 27, 2014. Accessed on September 

5, 2018, retrieved from: 

https://www.canadianbusiness.com/blogs-and-comment/social-licence-built-slowly-squandered-fast/ 
12 In fact, to achieve a (higher-level) social license, businesses may not only need to fulfill the minimum 

‘licensing requirements,’ e.g. in response to external pressure. They may actually need honor the basic 

operational principles, e.g. through a system of values that they endorse. 

https://www.canadianbusiness.com/blogs-and-comment/social-licence-built-slowly-squandered-fast/
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communities and governments to stop a mining project (ibid.). The metaphor was swiftly 

adopted in adjacent industries, particularly in the energy development and other natural 

resource development sectors such as gas and oil production. In a 2012 speech, for 

instance, BP executive Dev Sanyal pointed to the “metaphorical concept” of the social 

license, noting that “… companies cannot operate sustainably without the support of 

society.”13 The metaphor was meant to acknowledge that communities have power over 

companies and that companies not only have relationships with governments or the 

political authorities who represent their communities but also with less well-defined 

partners that are the communities or society at large. The metaphorical understanding of 

the social license is to contrast it with a literal, statutory political or legal license. The 

social license is unwritten and unbinding, informal and intangible, and neither political 

nor legal authorities can grant it formally (Franks and Cohen, 2012). Hence, the social 

license goes beyond compliance with requirements for a legal license (Boutilier, 2014; 

Parsons, R. and Moffat, 2014). It conveys the idea that businesses need to obtain not only 

contractual permissions for their operations or projects but also a less tangible social 

‘permission,’ or ‘license.’ 

Its origin in the extractive industries indicates that the social license was initially 

“a term largely invented by business, for business” (Morrison, 2014; p. 14). A 

“fashionable expression” of business practice (Demuijnck and Fasterling, 2016; p. 675), 

which became useful to assess the socio-political risks associated with development 

projects, and to explain what it was that happened if particular development projects 

needed to be abandoned after they had fallen into disfavor of the local community: they 

had lost their ‘social license.’ The social license was thus understood in negative terms – 

recognized only when absent but invisible when present (Morrison, 2014). 

A few authors refer to the social license as a response to the 2007 United Nations 

Declaration on the Rights of Indigenous Peoples,14 which requires industries operating in 

the territories of indigenous peoples to attain Free, Prior, and Informed Consent (FPIC) 

(Wilburn and Wilburn, 2011). As extractive industries often operate on indigenous 

territories, community consent and the consent of indigenous peoples can coincide. But 

the emphasis on Free, Prior, and Informed Consent reveals a shift in perspective on the 

                                                 
13 Dev Sanyal: “Obtaining a Social Licence to Operate – A Challenge for the Industry,” Presentation to 

PETEX, Conference 2012, London, 22 November. Accessed on September 5, 2018, retrieved from: 

https://www.bp.com/en/global/corporate/media/speeches/obtaining-social-license-to-operate.html 
14 Accessed on September 5, 2018, retrieved from: 

http://www.un.org/esa/socdev/unpfii/documents/DRIPS_en.pdf 

https://www.bp.com/en/global/corporate/media/speeches/obtaining-social-license-to-operate.html
http://www.un.org/esa/socdev/unpfii/documents/DRIPS_en.pdf
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social license. The social license in this case is understood in positive terms, as a license 

that must be earned, not a license which must not be lost. It is viewed from outside the 

business perspective, not as a strategic business tool to manage. Ultimately, viewing the 

social license from a pure business perspective is problematic since companies cannot 

entirely manage and control it. They can consult and dialogue to make gaining their social 

license more likely (Demuijnck and Fasterling, 2016). But they must be willing to respect 

the preferences and demands of the community, even if these oppose their business 

interest. 

A recurring theme in the discussions of the social license is that of the social 

contract. The mining industry itself has early adopted the metaphor. For example, the 

Minerals Council of Australia (MCA) writes that “simply defined, the ‘social license to 

operate’ is an unwritten social contract.”15 In the academic discourse, Boutilier and 

Thomson (2011; p. 3) write that local stakeholders negotiate a “microsocial contract” with 

the mining company, and that to obtain a social license “involves achieving a small-scale 

social contract at the project level” (Boutilier et al., 2012; p. 229). Morrison (2014; p. 14) 

contends that the social license is best understood “as a modern manifestation of the social 

contract.” Lacey and Lamont (2014; p. 831) advocate the idea that “the social license 

represents a social contract between companies and communities.” Demuijnck and 

Fasterling (2016; p. 675) note that “from a normative viewpoint, the concept [of the social 

license] is closely related to social contract theory.” The social license has thus a political 

dimension (ibid.). It has a political dimension because the social contract is not merely 

about the special interests of individual contracting parties. It is not merely a contract 

about one party committing to do x and therefore expecting another party to do y. Instead, 

the social contract is a larger agreement among society as a whole and about the general 

norms and principles that govern social interaction. 

During the last decade, the social license has spread beyond the mining and other 

extractive industries. For instance, Gunningham et al. (2004) have applied the social 

license to pulp and paper mills and Wang (2005) discussed the social license for cutting 

timber. The term has been invoked in discussions about renewable energy (Corscadden, 

Wile, and Yiridoe, 2012), farming (Martin and Shepheard, 2011), and retailing 

                                                 
15 “Enduring Value: The Australian Minerals Industry Framework for Sustainable Development 

(Guidance for implementation).” Accessed on September 5, 2018, retrieved from: 

http://www.minerals.org.au/file_upload/files/resources/enduring_value/EV_GuidanceForImplementation

_July2005.pdf 

http://www.minerals.org.au/file_upload/files/resources/enduring_value/EV_GuidanceForImplementation_July2005.pdf
http://www.minerals.org.au/file_upload/files/resources/enduring_value/EV_GuidanceForImplementation_July2005.pdf
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(Graafland, 2002). The social license can potentially be applied to any kind of business 

activity that “might stir up controversy” (Demuijnck and Fasterling, 2016; p. 675). 

 

2.2 Frameworks of the social license 

 

Gehman et al. (Gehman, Lefsrud, and Fast, 2017) identify three varieties of social license, 

which, respectively, they call the pyramid model, the three-strand model, and the triangle 

model. 

 

2.2.1 The pyramid model 

 

The most adopted model of the social license, the pyramid model, was developed by 

Boutilier and Thomson (Boutilier et al., 2012; Boutilier and Thomson, 2011; Thomson 

and Boutilier, 2011). Boutilier and Thomson noted different qualitative levels of social 

license and criteria to passing the “boundaries” from withheld social license to minimum-

level to higher-level social license. The different levels of social license rest on three 

“normative components” – legitimacy, credibility, and trust – introduced by Thomson 

and Joyce (2008). Thomson and Joyce define legitimacy as “conforming to established 

norms … legal, social, cultural and both formal and informal” (ibid.; p. 8). Credibility is 

“the quality of being believed – the capacity or power to elicit belief” and trust is “the 

willingness to be vulnerable to risk or loss through the actions of another” (ibid.). 

In Boutilier and Thomson’s (Boutilier et al., 2012; Boutilier and Thomson, 2011) 

pyramid model, legitimacy distinguishes companies or projects that have lost their social 

license from those that maintain a minimum-level social license. If a company or project 

is not perceived legitimate, the social license is withheld or withdrawn. The first boundary 

is thus the “legitimacy boundary” (ibid.). By passing the legitimacy boundary, a business 

gains an acceptance-level social license, placed at the bottom of the pyramid. At this first, 

minimum level, a company or project is tolerated. Complaints and doubts remain, yet 

stakeholders display a tentative willingness to let the company or project proceed in the 

hope of having their concerns addressed. The acceptance-level social license is unstable 

(ibid.). 
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Credibility distinguishes companies or projects that are accepted from those that 

are approved (Boutilier et al., 2012; Boutilier and Thomson, 2011). Businesses thus 

advance from an acceptance-level to an approval-level social license through passing the 

“credibility boundary” (ibid.). Approval is characterized by support. Stakeholders see the 

company as good neighbor and take pride in collaborative achievements. Credibility is 

achieved through perceived listening, promise keeping, reciprocity, and fair dealing 

(Boutilier et al., 2012). At this level, the social license becomes more stable (ibid.). 16 

Trust distinguishes companies or projects that are approved from those for which 

the community or the stakeholders display “co-ownership” or “psychological 

identification” (Boutilier et al., 2012; Boutilier and Thomson, 2011). Passing the “trust 

boundary,” the social license is at a level of co-ownership or psychological identification 

(ibid.). This highest-level social license, the peak of the pyramid, is achieved if a company 

or project is not only perceived legitimate and credible but gains the full trust of its 

stakeholders (ibid.). At this level, the social license is very stable. The community views 

the company or project embedded into a joint future and will advocate for the company’s 

interests as it shares these interests (ibid.). 

A co-ownership-level social license is rare and often evolves over the period of 

several decades (Boutilier et al., 2012; Boutilier and Thomson, 2011). The level of social 

license can fluctuate over time and not all stakeholders may grant the same level of social 

license (ibid.). A complete loss of social license is not rare, but commonly the social 

license is between acceptance and approval (ibid.). An inverse relationship holds between 

the level of a social license and the socio-political risk a company or project faces. A 

high-level social license indicates low risk, whereas a lower-level social license indicates 

higher risk (ibid.). 

 

                                                 
16 Rather than being met with inevitable initial skepticism, as Boutilier and Thomson (2011) suggest, 

companies can also be met with initial enthusiasm. The case of United Silicon in Iceland as described in 

the Introduction serves as an example. The pyramid model seems to have difficulties accounting for this 

observation. It may imply that companies can be granted an approval-level social license directly and 

without priorly achieving an acceptance-level social license. However, credibility would not have been 

achieved through perceived listening, promise keeping, reciprocity, and fair dealing as stated. Jóhannsdóttir 

(2017a) therefore proposes a “circular,” rather than linear, model of the social license, where companies 

move swiftly between one level of social license and another. 
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Figure 1: The pyramid model (adapted from Boutilier and Thomson, 2011). 

 

Complementing the pyramid model, Boutilier and Thomson (2011) suggest a 

modified “arrowhead model” of the social license. Four factors determine the level of 

social license in this model: economic legitimacy on the acceptance level, socio-political 

legitimacy and interactional trust on the approval level, and institutionalized trust on the 

level of co-ownership (ibid.). A company or project gains economic legitimacy if it 

provides a perceived benefit to its stakeholders or the community (ibid.). With economic 

legitimacy, an acceptance-level social license is likely to be granted by most stakeholders. 

On the approval level, socio-political legitimacy entails a perceived contribution to the 

well-being of the region, respecting local customs, meeting expectations about the social 

role of the company or project, and acting in accordance with the stakeholders’ views of 

fairness (ibid.). Interactional trust entails perceived listening, responsiveness, promise 

keeping, mutual dialogue, and reciprocity in all company-community interactions (ibid.). 

If one of the two factors, either socio-political legitimacy or interactional trust, is lacking, 

an approval-level social license can still be granted. However, if both socio-political 

legitimacy and interactional trust are lacking, an approval-level social license is likely not 

to be granted (ibid.). Lastly, on the level of co-ownership, institutionalized trust involves 

the perception that all relations between a company and its stakeholders proceed from the 

mutual, permanent consideration of each other’s interests (ibid.). If all four factors are 

present, a co-ownership-level social license can be granted. 
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Figure 2: The arrowhead model (adapted from Boutilier and Thomson, 2011). 

 

Both the pyramid and the arrowhead model of the social license put emphasis on 

the respective roles of the concepts of legitimacy and trust in making up the social license. 

The arrowhead model further stresses the interaction between legitimacy and trust. For 

example, even with high levels of interactional trust, a social license will be withheld if a 

company or project cannot show economic legitimacy, i.e., if stakeholders cannot see 

how the company or project would benefit them more than it would harm them. Likewise, 

institutionalized trust is unlikely to evolve without socio-political legitimacy. 

 

2.2.2 The three-strand model 

 

Whereas the authors of the pyramid model view the social license primarily from a 

business perspective and conceive of it as “something of a dependent variable” (Gehman 

et al., 2017; p. 297), something which depends on specific criteria in order to be gained, 

in the three-strand model, the social license emerges as an “independent variable” and as 

part of a greater whole. The three-strand model was developed by Gunningham, Kagan, 

and Thornton (Gunningham et al., 2003, 2004; Kagan, Gunningham, and Thornton, 2003; 

Thornton, Kagan, and Gunningham, 2003). Starting from the question why some 

companies go beyond environmental regulatory compliance while others fall short of it, 
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the authors saw the social license as embedded into a wider explanatory framework 

(Gehman et al., 2017). They concluded that companies in “closely watched industries” 

(in their case, pulp mills in the U.S., Canada, Australia, and New Zealand) depended upon 

a three-stranded license to operate: a legal license, a social license, and an economic 

license (ibid.). The legal license comprises regulatory permits and statutory obligations – 

the demands of regulators, legislators, and judges (ibid). The social license comprises the 

demands of the local community up to the general public – the demands of local, national, 

and international (environmental) activists (ibid.). The economic license comprises 

demands of profitability raised by managers, investors, and lenders (ibid.). The three 

strands are not independent. For example, environmental activists might enforce the 

social license directly (e.g. through public shaming), or indirectly (e.g. through economic 

boycotts and lawsuits) (ibid.). 

More recently, the three-strand model was adopted by Morrison (2014). Morrison 

too sees the social license not in isolation but alongside two other interrelated, more 

traditional licenses. Morrison substitutes political license, defined as the authority 

governments give to organizations to perform particular activities, for economic license. 

This appears like a significant difference at first, but Morrison points out that political 

license will result from economic considerations “unless you live in North Korea” (ibid.; 

p. 22).17 All three licenses are interdependent. The political license is given by 

governments, voters, party members and elites, and politicians (ibid.). The social license 

is given by NGOs and special interest groups, the public, the community, and the media 

(ibid.). The legal license consists in compliance with local as well as international law 

such as human rights. To merely “follow local law” is “to turn back discussions of 

corporate responsibilities 20 years” (ibid.; p. 18), as there are various legal loopholes in 

local law around the world. A similar potential conflict exists for the social license. 

Businesses may obtain a local-level social license by following local customs and 

traditions or supporting local interests. But if local demands conflict with more general 

societal demands, this may impede a social license given by society at large. 

 

                                                 
17 In authoritarian regimes there is only one license that counts – political license. With political license, a 

legal license becomes a formality and a social license is obsolete, as society has no say. 
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Figure 3: The three-strand model (adapted from Morrison, 2014). 

 

2.2.3 The triangle model 
 

The pyramid model departs from the question how companies or projects lose their social 

license and what it is precisely that they lose, whereas the three-strand model aims at 

explaining why some companies go beyond regulatory compliance while others don’t. 

The triangle model was developed by starting out with the question how “acceptance 

processes” for new environmentally-friendly policies and technologies work (Gehman et 

al., 2017; p. 299). The triangle model is rooted in the concept of “social acceptance,” 

which emerged in the 1970s and 1980s in the wake of the first efforts to promote 

renewable energies policies (ibid.). Social acceptance was thus conceived of as “building 

confidence, familiarity, and trust in environmentally-friendly but unproven technologies” 

(ibid.; p. 299). More recently, Wüstenhagen et al. (Wüstenhagen, Wolsink, and Bürer, 

2007; p. 2683) described social acceptance as “a powerful barrier to the achievement of 

renewable energy targets.” 

Wüstenhagen et al. (2007) see three dimensions of social acceptance: socio-

political acceptance, community acceptance, and market acceptance. Socio-political 

acceptance is the general social acceptance of policies and technologies by the public, 



 

 

 

16 

 

 

key stakeholders, and policy makers (ibid.). Community acceptance, in contrast, is the 

acceptance of specific projects and locations by local stakeholders such as local residents 

and local authorities (ibid.). Community acceptance is where ‘NIMBY’ (‘Not In My 

Backyard’) discussions have their root in.18 It comprises procedural justice, distributive 

justice, and trust (ibid.). Finally, market acceptance entails the wider market response to 

an innovation. Involved actors are consumers, investors, and producers (ibid.). 

 

 

Figure 4: The triangle model (adapted from Wüstenhagen et al., 2007) 

 

The concept of social acceptance should not be equated with the social license. The 

social license seems a broader concept with much deeper political ties. However, as 

acceptance is a common, elementary feature throughout the definitions of the social 

license, the two concepts are clearly related. A fruitful insight that arises from the triangle 

model of social acceptance is that a project that enjoys socio-political acceptance can lack 

community acceptance and vice versa. For instance, people might generally support 

wind-energy projects in their country but fail to accept such projects in proximity to their 

home. In their criticism of the concept of social acceptance, therefore, Batel et al. (Batel, 

                                                 
18 ‘NIMBYism’ is a colloquialism to describe opposition of local residents to specific development projects, 

even though they might generally support such projects. 
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Devine-Wright, and Tangeland, 2013) point at the tendency of scholars to erroneously 

conflate acceptance with support. 

 

2.3 The social license and Corporate Social Responsibility (CSR) 

 

If the social license has emerged as a metaphor to describe how communities can approve 

or stop e.g. mining projects, today, it has evolved into a wider concept towards 

encompassing more general responsibilities of businesses. Not only is the metaphor of 

the social license applied beyond the extractive industries sector but also is it increasingly 

linked to, and embedded into, the broader concept of Corporate Social Responsibility 

(CSR). In fact, it is hard to draw the exact line, if existent, between the social license and 

CSR. The subsequent subsections aim at explaining what CSR is and how the social 

license relates to it. 

2.3.1 A brief history and definitions of CSR 

 

What Corporate Social Responsibility (CSR) is or what makes for socially responsible 

business practice has long been and continues to be an ongoing debate among academics 

and practitioners alike. First but vague definitions of CSR were drafted in the 1960s, for 

example by Davis (1960; p. 70) who suggested that CSR refers to a business’s “decisions 

and actions taken for reasons at least partially beyond the firm’s direct economic or 

technical interest.” The notion of corporate responsibility seemed to be in striking contrast 

to the classic economic argument, raised most prominently by economist Milton 

Friedman (1970), that business had only one responsibility – to maximize the profits of 

its owners or shareholders. To be fair though, Friedman acknowledged legal and ethical 

constraints to business. In his view, the role of business was “to make as much money as 

possible while conforming to the basic rules of society, both those embodied in the law 

and those embodied in ethical custom” (ibid.). 

In the academic discourse, in 1991, Carroll presented his now widely recognized 

conceptual framework for understanding CSR, also known as ‘Carroll’s pyramid.’ Carroll 

(1991) proposed that CSR is composed of four kinds of responsibilities – economic, legal, 

ethical, and philanthropic. Carroll suggested to depict these four responsibilities as a 

pyramid with the economic responsibilities at the base (of fundamental importance) and 
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the philanthropic activities at the top (of marginal importance). A business’s economic 

responsibilities are to provide goods or services that society needs and wants, and to 

produce these goods and services in a cost-efficient manner so as to generate and 

maximize profits and hold a strong competitive position (ibid.). These economic 

responsibilities are at the base of CSR because without them all other responsibilities 

become irrelevant. A business’s legal responsibility is to comply with existing laws, i.e., 

to pursue its economic responsibility within the constraints of the legal environment 

(ibid.). Carroll interprets the law as “codified ethics” in that it reflects basic notions of 

fairness (ibid.). Both, a business’s legal and economic responsibilities are seen as 

fundamental premises of economic activity (ibid.). Ethical responsibilities go beyond 

existing law. Though not legally codified, they include activities that are expected (or 

prohibited) by society (ibid.). Hence, ethical responsibilities are embodied in social 

standards and norms, and they reflect what stakeholder groups such as consumers, 

employees, shareholders and communities regard as fair. Ethical responsibilities 

foreshadow legal responsibilities, as they might be codified into law in the future (ibid.). 

Legal and ethical responsibilities are thus in dynamic interplay (ibid.). Finally, 

philanthropic responsibilities are those that establish a business as “good corporate 

citizen” (ibid.; p. 42). They encompass contributions to the arts, sports, education or the 

community (ibid.). Yet, philanthropic responsibilities exceed ethical expectations. They 

are voluntary in nature and of lesser importance to CSR than the other three 

responsibilities (ibid.). A business’s total social responsibility comprises the simultaneous 

fulfillment of all four – its economic, legal, ethical, and philanthropic – responsibilities 

(ibid.). 

Carroll’s (1991) approach to CSR marks a shift from the Friedmanian (1970) 

focus on shareholders and from the narrow view on business through the ‘prism of profits’ 

to a more holistic stakeholder-oriented view. Today’s definitions of CSR are rooted in 

stakeholder theory. Chandler, for example, defines CSR as “a responsibility among firms 

to meet the needs of their stakeholders and a responsibility among stakeholders to hold 

firms to account for their actions” (2016; p. 4). Stakeholders can be economic (owners, 

shareholders), societal (employees, customers, local communities, society at large), or the 

environment (ibid.). 

Yet also definitions of CSR rooted in stakeholder theory vary with the perspective 

taken – they view CSR through the lens of business, government, civil society, or from 

the philosopher’s vantage point. Accordingly, Garriga and Melé (2004) classify CSR 
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theories into four groups: instrumental theories, where the sole purpose of corporations 

is wealth creation and where social considerations are a mere means to this end ; political 

theories, which are concerned with the political power of corporations and the responsible 

use of it; integrative theories, where the focus is on corporations satisfying social 

demands; and ethical theories, which are grounded in ethical responsibilities of 

corporations. Instrumental theories continue the Friedmanian (1970) line of thought. They 

are a contingent acknowledgment of social responsibilities of business and may fall under 

the heading of what is known as “strategic CSR” (cf. Chandler, 2016). Political theories 

may encompass applications of social contract theory of political philosophy to business. 

These proceed from the notion that business and society are bound by a social contract, 

however defined, and that multinational businesses have become entities as powerful as 

nation states and therefore are in need of justification. Integrative theories may encompass 

concepts such as the social license. They proceed from the notion that businesses depend 

on society for their existence, growth, and continuity (Garriga and Melé, 2004). Finally, 

ethical theories are applications of general theories of moral philosophy to business such 

as utilitarianism, Kantian Deontology, or Aristotelian virtue ethics, which are omitted in 

this thesis. 

 

2.3.2 CSR and the social license 

 

How are CSR and the social license related? The textbook approach is to sort and put 

away the social license as one aspect within the larger framework of CSR. Blowfield and 

Murray (2014), for example, view the social license as an outcome of corporate 

responsibility. Efforts in CSR can bring about the social license and stakeholder 

management is a particularly promising path. In a similar vein, Claasen and Roloff (2012) 

maintain that engagement in CSR protects the social license and Bice (2014; p. 63) notes 

that the social license is “best conceptualized as one means of operationalizing and 

realizing commitments to Corporate Social Responsibility.” These approaches reveal a 

business perspective on both CSR and the social license, as CSR is seen as a strategic tool 

and the social license a strategic goal. In fact, Wilburn and Wilburn (2011) note that 

companies adopt the social license as part of their CSR strategy to increase profits. 

CSR and the social license overlap conceptually as they have co-developed and 

share a common history. Bice (2014; p. 63) notes that the two concepts “interact 
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substantially” and observes that the social license has emerged in the mining industry at 

a time when CSR began to be recognized by corporations internationally. Parsons and 

Moffat (2014) see conceptual overlap of the social license with the prior discourse of 

CSR, stakeholders, and the social contract. Demuijnck and Fasterling (2016; p. 676) even 

contend that the concept of the social license is “to some extent redundant,” as the related 

concepts of legitimacy, stakeholder management, and social contract theory address many 

of the aspects the social license aims to explain. These observations stand to reason. CSR 

developed from the notion that businesses have responsibilities that go above and beyond 

the law. The social license, on the other hand, developed from the question why businesses 

go above and beyond the law. It is therefore that Boutilier et al. (2012; p. 231) define CSR 

as “a movement to attribute responsibilities to corporations above and beyond strict legal 

requirements,” while viewing the social license as “going beyond compliance with the 

requirements for a legal license” (Boutilier, 2014; p. 264). 

The running theme of CSR is responsibility – most of all, ethical responsibility: 

the responsibility that, as Carroll’s (1991) pyramid illustrates, is above economic viability 

and beyond the law. The running theme of the social license is that of legitimacy. Since 

Max Weber (1978), legitimacy is tied to conformity to formal laws and social norms. As 

distinct from a legal license, the social license is most concerned with legitimacy as 

conformity to social norms.19 It doesn’t come as a surprise, therefore, that, in a classic 

work and similar to Carroll’s pyramid (economic, legal, ethical, and philanthropic 

responsibilities), Dowling and Pfeffer (1975) distinguished three kinds of business 

activity – economic, legal, and legitimate. For Dowling and Pfeffer, legitimate business 

activities are those that conform to social norms. For Carroll, on the other hand, ethical 

responsibilities are embodied in social norms, i.e., social norms reflect what stakeholders 

such as consumers, employees, shareholders, and communities regard as fair or just and 

ethical responsibilities are those activities that these societal members will expect or 

prohibit. Hence, through legitimacy as conformity to social norms and ethical 

responsibility as being embodied in social norms the social license and CSR are bound 

together. Legitimacy and responsibility form the tie that connects the social license and 

CSR. 

                                                 
19 Legitimacy as conformity to social norms seems to be a mere minimum requirement for a social license, 

however (cf. Boutilier and Thomson, 2011). To achieve a higher-level social license, companies must be 

perceived as more actively seeking to promote the well-being of the community or society at large. 
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Morrison (2014) offers a view on the relation of CSR and the social license that 

differs from the textbook approach. Rather than viewing the social license as part of the 

larger CSR framework, Morrison sees it as a rivaling concept. Contrasting CSR and the 

social license is not entirely new. Hasnas (1998) finds three leading normative theories 

of business ethics – (Friedmanian) stockholder theory, stakeholder theory, and social 

contract theory. Thinking of CSR as essentially comprised of stockholder and stakeholder 

management, the social license becomes a rivaling concept indeed. Hasnas (1998) points 

out that social contract theory, on which for Morrison (2014) the social license is 

grounded, differs from the stockholder and stakeholder approach to business ethics in that 

it rests only on a metaphor, not an actual agreements. Interpretation of the social contract 

approach is therefore problematic (Hasnas, 1998). 

However, Morrison (2014) considers the social license as the more useful concept. 

Not only does CSR lack a clear definition, it also lacks a purpose and a goal (ibid.). For 

Morrison, the trouble begins with the multitude of different, sometimes contradicting 

ideas that mingle under the umbrella of CSR, and which obscure rather than clarify the 

concept – “from self-serving public relations to philanthropy, and from supply chain 

compliance to working on shared social value projects” (ibid.; p. 29). No wonder, then, 

that organizations define CSR quite differently. Morrison cites two common definitions 

of CSR, that of the United Nations Industrial Development Organization (UNIDO) and 

of the European Commission. The UN definition states: 

 

“Corporate Social Responsibility is a management concept whereby companies integrate 

social and environmental concerns in their business operations and interactions with 

their stakeholders.”20 

 

The European Commission holds that: 

 

“[CSR is] the responsibility of enterprises for their impacts on society. To fully meet their 

social responsibility, enterprises should have in place a process to integrate social, 

                                                 
20 “What is CSR?” UNIDO, 2018. Accessed on September 5, 2018, retrieved from: 

https://www.unido.org/our-focus/advancing-economic-competitiveness/competitive-trade-capacities-and-

corporate-responsibility/corporate-social-responsibility-market-integration/what-csr 

https://www.unido.org/our-focus/advancing-economic-competitiveness/competitive-trade-capacities-and-corporate-responsibility/corporate-social-responsibility-market-integration/what-csr
https://www.unido.org/our-focus/advancing-economic-competitiveness/competitive-trade-capacities-and-corporate-responsibility/corporate-social-responsibility-market-integration/what-csr
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environmental, ethical, human rights and consumer concerns into their business 

operations and core strategy in close collaboration with their stakeholders.”21 

 

The two definitions differ not much in their content but in their perspective. The UN 

views CSR from the business perspective, as a management tool. The European 

Commission takes the perspective of civil society and puts the focus on responsibilities 

regarding social demands. Given the prevalent business perspective on CSR, many in 

civil society think of CSR as a way of self-legitimization for increasingly powerful 

corporate actors (ibid.). In result, CSR becomes a “conceptual sideshow,” detached from 

the core business (ibid.; p. 33). So herein lies, for Morrison, the main difference between 

CSR and the social license and also its main conceptual advantage: the social license can 

never be self-awarded (ibid.). While any company can claim to be responsible, the social 

license is more communicative and rests on the interaction of companies and 

communities. 

Morrison (2014) lists further advantages. First, the social license describes the 

relationships and interactions between business and society. Second, it relates to specific 

business activities, not businesses in general. Hence, “platitudes such as ‘company x is 

good at CSR’” are thus avoided (ibid.; p. 36). Third, the social license avoids problematic 

generalizations as to which corporate responsibilities are voluntary and which are 

mandatory. Instead, it focuses on the specific outcomes of corporate activity and whether 

or not legal requirements are necessary to best to achieve them (ibid.). 

However, the main advantage of the social license seems to come at a price. CSR 

loads the burden of responsibility onto business. Businesses account for their actions (e.g. 

through CSR reporting) and can thereby declare legitimacy.22 As the social license cannot 

be self-awarded, the task of assessing a business’s activities and legitimacy becomes the 

                                                 
21 EUR-Lex Document 52011DC068 - EN, “Communication from the Commission to the European 

Parliament, The Council, The European Economic and Social Committee, and the Committee of the regions 

A renewed EU strategy 2011-14 for Corporate Social Responsibility /* COM /2011 /0681 final */”, section 

3A. Accessed on September 5, 2018, retrieved from: 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52011DC0681 
22 CSR reporting is, in some countries, becoming a legal requirement. In the European Union, since 2018, 

banks, listed companies, insurance companies, and “companies designated by national authorities as public 

interest entities” must disclose non-financial information. Directive 2014/95/EU requires to publish reports 

on policies related to “environmental protection,” “social responsibility and treatment of employees,” 

“respect for human rights,” “anti-corruption and bribery,” and “diversity on company boards (in terms of 

age, gender, educational and professional background).” Accessed on September 5, 2018, retrieved from: 

https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-

reporting/non-financial-reporting_en 

https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52011DC0681
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/non-financial-reporting_en
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/non-financial-reporting_en
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responsibility of civil society. But public opinion can be deceived and the social license 

may be a granted undeservedly.23 

  

                                                 
23 Again, the case of Icelandic company Brúnegg as described in the Introduction serves an example. 

Brúnegg had deliberately and successfully deceived public opinion of its business and thereby gained a 

higher-level social license. But the issue is more complex in fact. One problem is that the public can assess 

a company wrong and therefore ‘falsely’ grant a social license. Another problem is that the social license 

is not necessarily granted (or revoked) by civil society as a whole. The social license may be granted by 

powerful special interest groups such as environmental and religious associations and by sympathetic media 

outlets whose views might oppose the views of large parts of the public. 
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3 Social Contract Theory 

 

This chapter gives a brief introduction to four social contract theories – the three classic 

social contract theories of Thomas Hobbes, John Locke, and Jean-Jacques Rousseau, as 

well as John Rawls’s contemporary approach to social contract theory. The first part of 

the chapter is thought to introduce the idea of the social contract and its distinct narratives, 

provide a bit of historic context, and hint at the common elements that connect the 

different theories. The discussion of classic and contemporary social contract theory is 

restricted to the theories of Hobbes, Locke, Rousseau, and Rawls for the sake of brevity 

and also for simplicity. As these four thinkers arguably are the four most influential social 

contract theorists, the chapter will, it is hoped, nevertheless fulfill its purpose. Other 

strains of social contract thought, including those of Hume, Kant, or Mill, of Nozick, 

Gauthier, or Scanlon, will be implicit in the second part of this chapter and later on. The 

second part of this chapter aims to discuss the concept of the social contract in more 

general terms. It provides an overview of the fundamental elements of social contract 

thought to form a basis for the subsequent discussion in this thesis. 

 

3.1 Classic social contract theory 
 

3.1.1 Hobbes (1588-1679) 
 

The concept of the “social contract” is typically attributed to seventeenth-century English 

philosopher Thomas Hobbes. As is usual in philosophy, however, the Greeks got there 

first. The idea of a social contract is at least as old as the philosophy of Epicurus 

(Thrasher, 2013). But with Hobbes, a new view on what constitutes political authority 

and the legitimacy of political institutions emerged. In the ancient view, political 

institutions are natural. They naturally evolve from the family, or the household, and the 

state is there to promote the good life. So the justification of government is nature. With 

the Middle Ages, God supersedes nature. In the medieval view, earthly regal and clerical 

authority establishes divine right. Yet, with the end of the Middle Ages, with the scientific 

revolution and the exploration of the world, with early capitalism and the enlightenment, 

comes the belief that humans can use reason to organize society rationally. In the modern 

view, political authority is neither natural, nor is it divine – it is human-made. 
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Governmental legitimacy is based on convention and political authority derives from 

consent. 

Hobbes is among the first writers with this modern worldview. In his 1651 

Leviathan, Hobbes turns the scientific worldview to the human and the social sphere and 

draws a mechanical picture of the human being and the world. The world consists of only 

matter and motion, hence humans, too, are only matter and motion (cf. Hobbes, 1909; ch. 

4, p. 39 ff.). We are nothing but sophisticated organic machines, responding 

mechanistically to the stimuli of the outside world and following the laws of human nature 

(ibid.). The state is a political structure of our own making (ibid.). We human beings 

construct the commonwealth, we create this “artificial man” and awe-inspiring behemoth 

– the Leviathan (ibid.). 

Hobbes begins to evolve his social contract theory by laying out a theory of human 

nature. Two principles lie at the core of this theory. First, humans follow their self-interest 

(Friend, 2004; 2.a). All of our actions stem from the desire to better our situation. Second, 

humans possess reason (ibid.). We have the rational capacity to pursue our desires 

efficiently and maximally. Proceeding from these two premises Hobbes concludes that 

humans rationally choose to surrender their freedom and submit to the authority of a 

sovereign so as to establish civil society, which promotes their self-interest (ibid.). 

Prior to the erection of civil society, Hobbes imagines a hypothetical “condition 

of meer nature,” or State of Nature (Hobbes, 1909; p. 274). Humans are born with similar 

bodily and mental capacities and no obvious hierarchy among them exists (Friend, 2004; 

2.a). As resources are scarce, humans find themselves in a state of competition and 

distrust. Humans are also consistently violent, they live in constant fear and danger of 

losing their lives to one another (ibid.). This disposition for violence turns the State of 

Nature into a state of war of everyone against everyone else. Outside civil society, thus, 

in Hobbes’s famous words, “the life of man [is] solitary, poore, nasty, brutish, and short” 

(Hobbes, 1909; p. 97). 

The situation is not, however, inescapable. Reason leads the way out of the State 

of Nature and into civil society (Hobbes, 1909). It is a natural principle of reason to 

preserve ourselves. As we can preserve ourselves best when there is peace, we must seek 

peace if there is hope for it (ibid.). We must therefore seek a covenant and be willing to 

lay down as many rights as we would want others to lay down their rights too (ibid.). In 

the State of Nature, everyone has a right to everything (ibid.). So if we fail to lay down 

our rights, we naturally remain in a state of war. Yet if we agree to obey common law and 
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transfer our rights to a sovereign with the coercive power to enforce our covenant, we 

enter civil society (ibid.). 

As we enter civil society we establish a social contract among ourselves. The 

social contract gives legitimacy to political authority, to the sovereign, through consent 

(Hobbes, 1909). We consent to the social contract because it provides a benefit – peace 

and security (ibid.). 

 

3.1.2 Locke (1632-1704) 
 

John Locke describes his political philosophy in his 1689 Two Treatises of Government, 

and specifically his Second Treatise of Government. Locke adopts Hobbes’s 

methodological device of the State of Nature, albeit to a different end. Locke is most 

concerned with the preservation of property, both the property we have in our material 

possessions and the property we have in our body, hence our liberty. So once again, the 

social contract promises a benefit, the benefit of secured property and liberty. Again, the 

social contract provides legitimacy to political authority and it is based on consent. 

Where for Hobbes any Leviathan – any form of civil society – is better than the 

State of Nature, this is not true for Locke. Where for Hobbes the State of Nature is grim, 

brutal, and so totally intolerable that rational human beings must seek to submit 

themselves to the authority of an absolute sovereign in order to escape it, Locke imagines 

the State of Nature as a very different kind of place (Friend, 2004; 2.b). For Locke, rather 

than a state of war, the State of Nature is one of peace, goodwill, and mutuality (ibid.). It 

is a “state of perfect freedom” and also of equality (Locke, 1980; ch. 2, §4). We are born 

free and equal and no natural hierarchy exists. This state of liberty is not, however, a 

“state of license” (Friend, 2004; 2.b) and we are not free to do just anything we please 

(Locke, 1980; ch. 2, §6). From being free and equal, Locke derives a normative claim, 

that we have to treat each other equally, that we’re not at liberty to harm, and that we have 

a duty to preserve the health and life of others and ourselves (Friend, 2004; 2.b). This 

“law of nature” that “no one ought to harm another in his life, health, liberty, or 

possessions” is ordained by God (Locke, 1980; ch. 2, §6). We all know this law, as we’re 

all born with the faculty of reason and as it is a law of reason too. The law of nature forms 

the basis of all morality and turns the State of Nature into a pre-political but not pre-moral 

state (Friend, 2004; 2.b). 
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The need to establish civil society arises nevertheless. Locke admits that, in the 

absence of civil government, the law of nature is difficult to execute. In the State of 

Nature, people collectively execute this law. But this is inconvenient because we are not 

impartial. There may be disagreement and yet no common authority to judge between us. 

It may be that “passion and revenge will carry [us] too far in punishing others” and hence 

“nothing but confusion and disorder” may result (Locke, 1980; ch. 2, §13). To establish 

a common, impartial authority, which enforces the law, we therefore create civil society, 

or the commonwealth. As we enter the commonwealth we submit to the will of the 

majority. We voluntary enter the commonwealth and consent to its common authority 

(ibid.; ch. 8, §95). 

 

3.1.3 Rousseau (1712-1778) 
 

Jean-Jacques Rousseau provides two distinct accounts of the social contract, one being 

historical, or naturalized, and, for Rousseau, the source of all ills of modern civil society, 

the other being normative, or idealized, and the means by which we can overcome these 

ills (Friend, 2004; 2.c). The former theory of the social contract is found in Rousseau’s 

1755 Discourse on the Origin and the Foundations of Inequality Among Men, typically 

referred to as the Second Discourse. The latter is found in The Social Contract (1762). 

In the Second Discourse, Rousseau gives an account of a historical process how 

humans, from a State of Nature, progressed into civil society. Similar to Locke, Rousseau 

imagines the State of Nature as a peaceful place (cf. Rousseau, 2002; p. 140). Originally, 

humans are like animals. They are completely independent and isolated, nature provides 

their few necessary needs in abundance, and life is solitary but uncomplicated (cf. ibid.; 

p. 122). Humans have only two fundamental impulses: a natural pity, thus no inclination 

to cause harm to others, and the impulse for self-preservation (Friend, 2004; 2.c). Yet 

gradual changes occur with the passage of time. Humans begin to live together, first with 

their families, then in small communities. Roles develop as labor is divided both within 

and between families, and the invention of tools brings new conveniences (ibid.). With 

more time for leisure, humans start comparing each other and feelings of pride, envy, 

shame, and contempt inevitably arise (ibid.; cf. Rousseau, 2002; p. 118 ff.). Most notable 

is the invention of property, which brings about greed, inequality and competition, vanity 

and vice (cf. Rousseau, 2002; p. 120). The invention of property is the ‘original sin’ in 
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Rousseau’s Garden of Eden. With further progress, those who own private property seek 

to secure their wealth and install government to this end (cf. ibid.; p. 126). Government 

and civil society gets established through a social contract, which supposedly protects 

everyone’s interests equally but in fact seals the inequalities that private property has 

brought with it (cf. ibid.; p. 130). This naturalized social contract is therefore the source 

of all conflict and enmity that modern civil society suffers. 

It is on these grounds that Rousseau, in The Social Contract, develops a normative 

social contract theory, i.e., an idealized account of how civil society should be organized. 

Rousseau begins with his often-cited line: “Man was born free, and everywhere he is in 

chains” (Rousseau, 2002; p. 156). As a return to the State of Nature is not an option, the 

purpose of government must be to restore freedom. The social contract must solve the 

problem how free individuals can live together without coercion of others (Friend, 2004; 

2.c). Rousseau’s solution is to submit our individual, particular wills to a collective, 

general will (cf. Rousseau, 2002; p. 164). The collective will becomes the only legitimate 

political authority, as it is founded on the agreement of free and equal individuals. This 

involves the idea of reciprocity (Friend, 2004; 2.c). The collective body politic is 

committed to the good of the individual people, who constitute it and are themselves 

committed to the collective good. This means that one’s individual will cannot be 

transferred to another person. Rousseau’s social contract constitutes a direct democracy 

in its purest form (ibid.). 

 

3.2 Modern social contract theory 
 

3.2.1 Rawls (1921-2002) 
 

With A Theory of Justice (1971), John Rawls resurrects the social contract tradition that, 

after Kant, had largely fallen into disrepute (D'Agostino, Gaus, and Thrasher, 2017). 

Rawls continues the liberal tradition and begins with the individual, taking equality, 

freedom, and rationality as basic premises (cf. Rawls, 1999; p. 3 ff.). We benefit from 

mutual cooperation, but we have conflicting ideas of how the social institutions through 

which we live together cooperatively should be organized. From our capacity to reason 

and the particular capacity to make impartial judgements, Rawls develops a highly 

abstract version of a social contract theory (Friend, 2004; 3.a). 
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Rawls’s analogon of the State of Nature, the Original Position, is a hypothetical 

choice situation from which we discover what “justice as fairness” requires and which 

are the fundamental principles that must govern civil society in accordance with it 

(Friend, 2004; 3.a). The Original Position is defined through the epistemological 

limitation of the Veil of Ignorance. Behind the Veil of Ignorance we are denied any 

knowledge of our particular circumstances of life – for instance, we have no knowledge 

of our gender or race, our talents or disabilities, our age or social status (ibid.). We are 

denied any particular knowledge from which we could derive principles that would 

enhance our position. Hence, the conditions of choice behind the Veil of Ignorance are 

inherently fair (ibid.). 

From this, Rawls arrives at two principles of justice that determine the civil liberties 

as well as the distribution of social and economic goods (Friend, 2004; 3.a). First, each 

person is to be given the most extensive basic liberty, for so long as others can enjoy 

similar liberty equally. Second, social and economic inequalities – while not necessarily 

unjust – are to be arranged so as to be of reasonable advantage to everyone and so that 

the offices and positions attached to them are available to everyone equally (cf. Rawls, 

1999; p. 53). The two principles of justice come in this specific order. The first principle 

is prior to the second, as we must not decide to forgo some of the civil liberties in favor 

of a greater economic benefit (ibid.). Rawls thinks that, behind the Veil of Ignorance, 

every rational person can discover these two principles. 

 

3.3 Fundamental elements of social contract theory 

 

Having briefly outlined the most influential of both classic and modern social contract 

theories, which are the common elements of social contract theory? What unifies the 

different versions of the social contract? What is social contract theory in general? 

Social contract theory is both a political and a moral theory (Cudd and Eftekhari, 

2017). As a political theory, it is a theory of the legitimacy of political authority. As a 

moral theory, it is a theory of the legitimacy of moral norms (ibid.). Classic social contract 

theory derives legitimacy of political authority from the consent of those to be governed. 

This consent assumes the form of an assumed contract or mutual agreement. Likewise, 

moral norms derive their legitimacy from a contract or mutual agreement (ibid.). 
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The basic idea of the social contract seems simple at first glance – it involves some 

form of mutual agreement between free and equal individuals to collectively form and 

enforce a social arrangement, which, by means of the agreement, becomes legitimate, 

just, or obligating, or is endued with other normative properties (D'Agostino et al., 2017). 

Yet the social contract is all but a simple idea. It is therefore helpful to break down the 

social contract into its elements and to review these one at a time. 

Cudd and Eftekhari (2017; 1) see two fundamental elements to the social contract. 

First, a characterization of the initial situation – the State of Nature for Hobbes, Locke, 

and Rousseau, and the Original Position for Rawls. Second, a characterization of the 

parties to the agreement, specifically of their reasons and motivations to enter the social 

contract (ibid.). D’Agostino et al. (2017) give a more fine-grained breakdown and identify 

five key elements of social contract theory: (1) the role of the social contract, (2) the 

parties, (3) the agreement, (4) the object of the agreement, and (5) what the agreement 

intends to show. 

To begin with the first element, the role of social contract theory within political 

philosophy is to offer a way of justification whether or not given rules of morality and 

justice are legitimate and thus deserve loyalty (D'Agostino et al., 2017; 1.1). Justification 

is given through rational agreement. Social contract theory proceeds from the individual’s 

reasons for agreement, instead of objective ‘good reasons’ from the impartial perspective 

(ibid.). It aims at explaining why individual members of society have reason to follow 

and favor its basic rules, laws, principles or institutions. Ultimately, social contract theory 

aims at showing that moral, legal, political, and other social rules can be justified 

rationally (ibid.). 

Second are the parties that agree to the social contract. The issue at hand is solving 

what D’Agostino et al. (2017; 2.1) call the “justificatory problem:” what reasons do the 

parties to the agreement actually have? It is at this point where social contract theory 

branches into its two major categories, which commonly go by the names 

contractarianism and contractualism. The two categories are imprecise, but 

contractarians may very loosely be defined as “followers of Hobbes” (ibid.). 

Contractarianism emanates from the Hobbesian line of social contract thought, which – 

proceeding from the two premises that humans are (first) self-interested and (second) 

possess reason – holds that a rational assessment of the best strategy to maximize their 

own self-interest will lead people to consent to political authority and act morally (Cudd 

and Eftekhari, 2017). Contractualism, in contrast, emanates from Kant’s humanity 
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formulation of the categorical imperative: it emanates from the Kantian moral insight to 

respect persons and to never treat them merely as a means to an end but always as an end 

in themselves (Ashford and Mulgan, 2012; 2). This requires the moral norms to be such 

that they can be justified to each person. Contractualism therefore proceeds not from the 

premise of individual self-interest but from the equal moral status of persons (ibid.). It 

proceeds not from the idea to maximize individual self-interest through mutual advantage 

but from individual commitment to justify the moral norms to which each person is held 

(Cudd and Eftekhari, 2017). While Locke’s social contract theory is much in the 

Hobbesian contractarian tradition, the theories of Rousseau and Rawls lean towards 

contractualism. 

Now, viewed through the contractarian lens, the justificatory problem is as 

follows. If moral norms constrain individual desires and interests, what reasons justify to 

recognize such moral constraints? If the justificatory problem is to understand why moral 

norms need to be paid attention to, clearly, no moral considerations figure into the 

reasoning of the parties to the agreement (Cudd and Eftekhari, 2017). So, following the 

Hobbesian line of social contract thought, contractarian theories characterize the parties 

to the agreement through self-interest and the capacity for reason. Contractarian theories 

put emphasis on the parties’ motivations to enter the agreement and avoid assumptions 

that involve preferences for moral behavior so as to explain the rules of morality and 

justice through rational self-interest (ibid.; 1). The purpose of the theory is to show that 

even without preferences for moral behavior it is rational to agree to rules for morality 

and justice (ibid.). In the contractualist view, in contrast, the justificatory problem is not 

why and whether or not moral, political, or legal constraints need to be paid attention to. 

At the heart of the problem is the question which principles can meet basic moral, 

political, or legal demands such as treating people equally and fairly and not subjecting 

one person to another person’s will (ibid.). 

Another point of issue regarding the parties to the agreement is that of idealization 

vs. identification (D'Agostino et al., 2017; 2.2). The classic social contract theories of 

Hobbes, Locke, and Rousseau are based on direct consent. Each member of society must 

actually consent to the provisions of the social contract. Classic social contract theories 

may therefore exhibit an extreme form of identification. Indeed, any reasons that 

hypothetical contracting parties might have to enter the agreement can only be of 

relevance for us if these parties are similar to us. The more they resemble us, i.e., the more 

we can identify with them, the more relevant their deliberations are to us (ibid.). Yet at 
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the same time, social contract theory gains ground in the justificatory problem exactly 

through idealizing the parties to the agreement, e.g. through the assumption of individual 

rationality, suggesting that some degree of idealization is necessary and favorable (ibid.). 

This however, involves the risk of idealizing too far from what the contracting parties 

presently are. We will not, for example, gain much insight into how to solve the 

justificatory problem from the deliberations of hyper-rational, perfectly informed, or 

entirely non-religious parties (ibid.). Rather, the parties must reflect our imperfect 

rationality (ibid.). 

Yet another point of issue regarding the parties to the agreement is that of 

homogeneity vs. heterogeneity (D'Agostino et al., 2017; 2.3). The issue is the following. 

If the parties to the agreement are heterogenous and reflect diversity of opinion, e.g. 

grounded in religious belief or secular deliberation, it is unclear how the social contract 

can lead to a determinate outcome. As people disagree, the contracting parties will 

disagree too (ibid.). Again, classic social contract theories avoid this issue as they are 

based on direct consent. But for Rawls, where, behind the Veil of Ignorance, people are 

denied any particular information, homogeneity of the contracting parties is necessary to 

achieve a determinate outcome (ibid.). In other words, assuming homogeneity, a 

determinate outcome for the social contract theory is only achieved through a high level 

of abstraction, which however, poses the risk of abstracting away the diversity of opinion 

of the contracting parties – the core of the justificatory problem (ibid.). 

A final point of issue regarding the parties to the agreement, the second element 

of social contract theory, concerns the specification of two elements that determine how 

and why they choose to enter it: first, the social contract theory needs to specify what the 

contracting parties know or believe in the initial situation; second, the theory needs to 

specify the evaluative standards on the basis of which the contracting parties choose 

among different contractual options (D'Agostino et al., 2017; 2.4). Regarding the first 

element, if the contracting parties are to choose a set of rules that they believe will better 

their position, the social contract theory needs to specify what the baseline condition is. 

Otherwise the outcome of the social contract becomes indeterminate (ibid.). Regarding 

the second element, the contracting parties can only rank their options if they have a 

specified set of values (ibid.). 

Social contract theory therefore begins with a characterization of the initial 

situation. The initial situation may be characterized as more or less hostile or social, 

depending on the theory’s description of human nature and human coexistence in the 
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absence of rules for morality and justice (Cudd and Eftekhari, 2017; 1). Crucially, there 

is a potential benefit from social cooperation and the social contract. To achieve the 

benefit of the social contract, contractarian theories hold that the initial situation must be 

fair and impartial. Contractualist theories give reasons external to the social contract as 

to justify why the initial situation must be fair and impartial (ibid.). 

A point of controversy within contractarian social contract theory is whether the 

initial situation is to be thought of as an actual historical situation or whether it is purely 

hypothetical (Cudd and Eftekhari, 2017; 1). Hume was first to object that a historical 

contract based on the consent of one’s ancestors cannot bind oneself (ibid.). In fact, 

contractarian theories commonly conceive of the initial situation as purely hypothetical. 

But for a hypothetical initial situation a similar objection is in place: a hypothetical 

agreement is akin to no agreement at all and cannot be binding (ibid.). In defense of the 

hypothetical agreement it is contended that the point of the social contract is not to be 

binding but to provide a thought experiment on the basis of which we may discover the 

practical reasons to enter the agreement (ibid.). 

The third element of social contract theory is the agreement itself and how it is 

achieved. Cudd and Eftekhari (2017; 1) point out that social contract theories require rules 

as to how the agreement is formed. As a first rule, the formation of the agreement must 

not involve force or fraud. If the parties to the agreement are coerced into the agreement, 

e.g. by threats of physical violence, the social contract is a mere continuation of the State 

of Nature for the threatened party and hence the agreement is void (ibid.). As a second 

rule, the parties to the agreement must agree to the rules of morality and justice, which 

are the outcome of the social contract. These two rules are prior to the social contract and 

must therefore stem from a source of prior moral norms, natural, rational, or conventional 

(ibid.). 

As mentioned earlier, a fundamental difference among social contract theories is 

whether the parties to the agreement reason the same or differently (D'Agostino et al., 

2017; 3). Rawls reduces the collective choice problem to the choice of one individual. 

The reasoning of one (homogeneous) party defines the contract (ibid.). The alternative 

approach is to view the parties (after the specification of their rationality, values, 

information, etc.) in continued disagreement about choosing among possible contractual 

options. With this approach, a determinate outcome for the social contract theory is 

achieved only if there is a mechanism in place to accommodate the different opinions and 
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yield and agreement (ibid). Four basic agreement mechanisms exist: consent, bargaining, 

aggregation, and equilibrium (ibid). 

The classic social contract theories of Hobbes, Locke, and Rousseau focus and 

rely on consent. Hobbes writes that “the Right of all Soveraigns, is derived originally 

from the consent of every one of those that are to be governed” (Hobbes, 1909; p. 448). 

For Locke, what constitutes civil society is the “consent of free men” (Locke, 1980; p. 

53). Rousseau notes that “when the state is established, consent lies in residence” 

(Rousseau, 2002; p. 229). In these classic theories, the idea of consent entails a 

“normative power to bind oneself” (D'Agostino et al., 2017; 3.1). Consent enables one to 

make binding agreements, i.e., contracts. It is thus that classic social contract theories 

assume the individual parties to have normative power over themselves (ibid). Moreover, 

through consent, classic social contract theory focuses on obligation: if the consenting 

parties bind themselves to the contract, then the gist of the social contract is obligation 

(ibid.). Obligation translates into Hobbes’s “artificial chains” that the civil laws impose 

(Hobbes, 1909; p. 162). 

Modern social contract theory is about agreement, not consent (D'Agostino et al., 

2017; 3.1). Contemporary social contract theorists such as Rawls take the act of 

agreement as indication of what reasons the agreeing parties have (ibid.). If the parties to 

the agreement are rational, the agreement will reflect their reasons (ibid.). Agreement, in 

contrast to consent, entails no binding power. Rather than obligation creating, it is reason 

revealing (ibid.). In Rawls’s social contract theory, the reasons that justify the agreement, 

not its ensuing obligations, take the center stage: “the question of justification is settled 

by working out a problem of deliberation” (Rawls, 1999; p. 16, as cited in D'Agostino et 

al., 2017; 1.2). 

Where classic social contract theories focus and rely on actual consent, modern 

theories focus and rely on modeling hypothetical agreement. Modern social contract 

theories are doubly hypothetical (D'Agostino et al., 2017; 3.1). They are hypothetical, 

first, in the sense that they ask the hypothetical question “Would the arrangements be the 

object of agreement, if …” (ibid.). The purpose is not, of course, to conduct an actual 

survey among actual citizens to reveal the attitudes they have towards their system of 

social arrangements (ibid.). Yet although the question is hypothetical, it can be meant to 

reveal actual reactions. Most modern social contract theories, however, are hypothetical 

in the second sense, too, that they are concerned with a hypothetical question about 

hypothetical reactions (ibid.). The immediate issue is how a (doubly) hypothetical 
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agreement can bind actual persons. For the social contract theory to be of value, it needs 

to explain how the hypothetical parties can agree to bind themselves to the principles that 

govern their social arrangement. The hypothetical agreement then serves as a model and 

provides a basis for an actual agreement (ibid.). The actual vs. hypothetical divide is to 

some degree artificial, therefore (ibid.). 

Besides consent, for the sake of completeness, a brief discussion of the remaining 

three of the four basic agreement mechanisms is in place – bargaining, aggregation, and 

equilibrium. The resurrection of the social contract through Rawls in the 1970s came, 

perhaps not coincidentally, at a time when game theory was first seriously studied. Within 

game theory, bargaining theory aims to rigorously model how rational parties bargain 

over an agreement to divide a certain good (D'Agostino et al., 2017; 3.2). Modern social 

contract theorists have thus found inspiration to model agreement by use of bargaining 

theory. Rawls however, rejected bargaining theory to model agreement because, in his 

view, bargaining solutions rely on threat advantage and would therefore undermine the 

principle of “justice as fairness” (ibid.). 

As an alternative to bargaining the parties to the agreement might seek to 

aggregate their individual preferences (D'Agostino et al., 2017; 3.3). This idea shares 

some similarity with Rawls’s social contract where, behind the Veil of Ignorance, being 

denied any particular knowledge of themselves, rational parties may assume it equally 

probable to be any specific person and thus choose to aggregate their individual utility to 

the highest collective average (ibid.). Lastly, the idea of seeing the social contract as a 

form of equilibrium has a long tradition in social contract theory (D'Agostino et al., 2017; 

3.4). For instance, the social contract might be seen as an equilibrium situation in a 

prisoner’s dilemma case (ibid.). 

The fourth element of social contract theory is the object of the agreement 

(D'Agostino et al., 2017; 4). Classic and modern social contract theories differ about what 

is the object of the social contract. The classic theories of Hobbes, Locke, and Rousseau 

deal with the terms of political association. Specifically, they deal with the reasons and 

limits of political obligation (ibid.). In contrast, the object of Rawls’s and other modern 

social contract theories are not the reasons of political obligation but the principles of 

justice that govern the basic social institutions (ibid.). 

Lastly, to conclude the discussion of the elements of the social contract, the fifth 

element of social contract theory is its outcome, or what the agreement shows (D'Agostino 

et al., 2017; 5). Supposing that the parties to the agreement have chosen a social contract, 
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it will yield specific rules, norms, principles, etc. with normative properties such as 

justice, morality, authority, obligation, or legitimacy (ibid.). Now, what does the fact 

show that these normative rules, and principles were generated through the machinery of 

the social contract? There are two extremes: The strongest claim is that the outcome of 

the social contract is constitutive in the sense that the social contract works as a truth-

generating machine for its outcome to have the specified normative property. The weakest 

claim is that the outcome of the social contract is indicative of the solution of the 

justificatory problem (ibid.). To settle in between those lines, one may regard the outcome 

of the social contract as evidence for it to have the specified normative property (ibid.). 
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4 The Social License and the Social Contract 
 

This chapter turns to the first of the two research questions of this thesis: 

 

[RQ1] Which are the conceptual links between the Social License to Operate and 

social contract theory? 

  

The chapter explores the conceptual links between the social license and the social 

contract. It begins with the observation that both the social license and the social contract 

serve as metaphors to convey a legalistic impression to, respectively, company-

community relationships and social relationships that are not literally legal, i.e., no actual 

license or contract exists. Besides serving as metaphors, both the social license and the 

social contract are abstractions and idealizations and thus models. The chapter discusses 

the social license and the social contract as models of explanation and justification of, 

respectively, company-community relationships and political authority and moral norms. 

The main part of this chapter is devoted to a discussion of the connection of the social 

license and the social contract along three main themes – legitimacy, consent, and trust. 

The chapter claims that these three themes are at the core of both the social license and 

the social contract and that it is these themes that bind together the two concepts. A 

summary (Table 1) of how the three themes of legitimacy, consent, and trust relate to both 

the social license and the social contract can be found at the end of the chapter.  

 

4.1 The social license and the social contract as metaphor and model 

 

4.1.1 The metaphor of license and the metaphor of contract 

 

The social license and the social contract are bound together as metaphors. Though a few 

authors of political philosophy – particularly modern critics of liberal social contract 

theory such as Carole Pateman (1989) and Charles Mills (1997) – read the social contract 

as a historical agreement, the traditional understanding of the social contract has been a 

hypothetical one (Cudd and Eftekhari, 2017). No actual contract exists, was ever written 

or signed. Instead, the social contract is a metaphor. It is the metaphorical, not historical, 
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claim that civil society and government is established by contract (ibid.). The metaphor 

of contract is used to explain the nature of just, fair, legitimate, or obligating social 

agreements (ibid.). In the contractarian view, it is used to explain and justify how 

individuals are morally obligated to defer to political authority and conform with moral 

norms in the same way parties to a legal contract would legally be obligated to fulfill the 

terms of their agreement. In the contractualist view, as Kant remarks, the social contract 

is a “mere idea of reason,” a “touchstone of the legitimacy of any public law” (Kant, 

1793; p. 95, as cited in Demuijnck and Fasterling, 2016; p. 677). 

The social license is a metaphor of a similar kind. It is not a literal license. Instead, 

the metaphor of license is evoked to convey the idea that companies, if they wish 

communities to allow them to smoothly operate, must fulfill social ‘licensing 

requirements’ in a similar way they must fulfill legal requirements (Parsons, R. and 

Moffat, 2014). The metaphor of license illustrates how the social license, like a legal 

license, can be granted, maintained, and revoked (Demuijnck and Fasterling, 2016). The 

metaphor is intended to encapsulate the norms, values, and ideals that society expects 

companies to uphold in order to be perceived legitimate (Bice, 2014). 

Originally, the social license was conceived of as a metaphor to compare the social 

‘licensing process’ with a formal political licensing process (Boutilier et al., 2012). It was 

meant to compare the ability of local communities with the ability of governments to stop 

a mining project (ibid.). The metaphor illustrates how social ‘licensors’ have power to 

grant and reject a social license. Hence, the metaphor of license is no mere rhetoric. The 

metaphor is not, however, without criticism. Parsons and Moffat (2014) find that the 

metaphorical use of ‘license’ conveys a misleading impression that there really were 

formal licensing criteria. As these do not exist, companies are free to set their own criteria 

and free to claim they would indeed maintain a social license, even if communities do not 

agree (ibid.). As mentioned earlier, the metaphor of the social contract was criticized on 

similar grounds: a hypothetical agreement is akin to no agreement and cannot be binding 

(Cudd and Eftekhari, 2017). 

Though similar in kind, the metaphor of contract and the metaphor of license are 

not the same. Both a contract and a license involve (at least) two parties. But the parties 

relate to each other differently. A contract ideally implies mutual agreement, whereas a 

license implies one-sided approval. A contract suggests mutual obligation, whereas a 

license requires one party to fulfill the licensing requirements and another party to 

approve their fulfillment to grant the license.  



 

 

 

39 

 

 

4.1.2 The social license and the social contract as a model 

 

Both the social license and the social contract function as models. Social contract theories 

can be thought of as having a general schematic form with several variable parameters 

that different theories configure differently (D'Agostino et al., 2017). The variable 

parameters involve the individual contractors (the theory’s assumptions about human 

nature), the deliberative setting (the initial situation), and the norms, principles, rules, or 

institutions that result from the contract (the outcome) (ibid.). Social contract theories, 

then, are models of rational justification, representing the reasons for why we ought, 

morally, to defer to political authority and conform with moral norms (ibid.). 

The social contract as a model reveals the power of social contract theory. Models 

are idealizations and abstractions that turn something complex into something more 

simple and accessible (D'Agostino et al., 2017). Models identify the key elements that are 

relevant to the issue worthy of explanation and thereby move its discussion from the 

specific to the general (ibid.). Social contract theory, thus, brings the discussion of social 

relationships to a level of abstraction and generalization, allowing it to explain and justify 

different specific forms of government and different specific moral norms. 

The social license aims at something similar. Frameworks of the social license (see 

Section 2.2) aim to serve as models to explain, yet not to justify, company-community 

relationships. Different frameworks of the social license model company-community 

relationships differently. In Boutilier and Thomson’s (2011) pyramid model of the social 

license, the variable parameters involve the three normative components legitimacy, 

credibility, and trust, which determine the outcome of the model: the quality in company-

community relationships – an acceptance or approval level social license, or a license on 

the level of co-ownership and psychological identification (ibid.). The model is 

sufficiently abstract to allow to explain different specific company-community 

relationships, e.g. in different industries or regions. 

However, looking at the three-strand model (Gehman et al., 2017; Morrison, 2014) 

and the triangle model (Gehman et al., 2017; Wüstenhagen et al., 2007) of the social 

license, it becomes apparent that all three frameworks (the pyramid model, the three-

strand model, and the triangle model) of the social license function very differently. The 

variable parameters of the three-strand model – the interdependent relations between 

social, legal, and economic or political license – are different from those of the pyramid 
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model. So are the variable parameters of the triangle model – socio-political acceptance, 

community acceptance, and market acceptance. Hence, the three models are different in 

kind. Unlike social contract theory, which can be thought of as having a general schematic 

form where different theories are different models of justification (D'Agostino et al., 

2017), the different models of the social license do not seem to fit a general form. 

The observation that the social license functions as a model is nevertheless a crucial 

one. If the social license is a general approach to explain company-community 

relationships, it must reflect some of the general norms of good business practice, e.g. 

integrity, transparency, fair dealing, promise keeping, etc. It is worth noting at this point 

that the social license and the social contract work at different conceptual levels, which 

are at times blurred and confused. The social contract serves as a basis for giving 

governments legitimacy. Similarly, the social contract, in the form of a ‘business 

covenant’ between companies and communities as collective actors, might serve as a 

basis for granting companies a social license – a discussion of this is the purpose of 

Chapter 5. The point here is that the social license is not to be confused with such 

‘business covenant.’ Rather, the social license may be thought of as an outcome of a 

‘business covenant’ that is an application of social contract theory to business. The 

question is, then, whether the social contract applied to business still fits the general 

schematic form of social contract theory and whether it serves as a sensible model of 

justification of business norms that the social license reflects. 

 

4.2 The theme of legitimacy 

 

Perhaps the strongest tie that binds together the social license and the social contract is 

the theme of legitimacy. Where social contract theory is a theory of the legitimacy of 

political authority and moral norms, the social license is, not quite a theory, but an 

explanatory framework of the legitimacy of business activities. Where social contract 

theory asks how governments can legitimately exercise power and issue laws, the social 

license asks how businesses can legitimately operate and make profits. The social license 

applies the metaphor of the social contract that was used to explain and justify the 

legitimacy of political institutions, or the state, to the institution of business. 

Almost all authors link the social license to legitimacy in some way. All three 

previously discussed frameworks of the social license (cf. Section 2.2) invoke legitimacy. 
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In Boutilier and Thomson’s (2011) pyramid model, the first and vital step to achieve a 

social license is to cross the “legitimacy boundary.” Without legitimacy, there is no social 

license. The three-strand model of social, legal, and economic or political license 

separates legality from legitimacy and asks why companies go beyond regulatory 

compliance (Gehman et al., 2017). The authors of the model realize that, though the words 

legality and legitimacy share a common Latin origin, they have acquired different 

meanings (Morrison, 2014). The law can point the direction to legitimacy, but often it is 

not enough. Only in conjunction with a social and an economic license, a legal license 

indicates legitimacy (ibid.). Similar to the pyramid model, Morrison points out that 

legitimacy is a prerequisite of the social license, that it is a “precondition in a definitional 

sense” (ibid.; p. 41). A social license cannot be achieved without some level of legitimacy 

of both a business’s activities and the business itself (ibid.). The triangle model invokes 

legitimacy through its emphasis on social acceptance, which is thought to form the basis 

for the legitimate application of new technologies (Gehman et al., 2017). 

Other authors invoke legitimacy in different ways. Bice (2014) picks up Shocker 

and Sethi’s  (1973; p. 97) “twin test of legitimacy and relevance,” noting that, in order for 

a social license to be achieved, a business must demonstrate both its legitimacy and 

relevance to society. For Graafland (2002; p. 293), in a social-license perspective, “a 

minimum ethical performance is required to receive legitimation from the society.” For 

Parsons et al. (Parsons, Richard, Lacey, and Moffat, 2014; p. 83) the social license 

“emerged in response to a perceived threat to the [mining and minerals] industry’s 

legitimacy.” For Gehman et al. (2017; p. 303) there is a “striking interrelatedness of 

definitions of legitimacy and social license.” It is tempting, they say, to see the social 

license as “legitimacy by another name” – as the same sight, in a new light (ibid.). Finally, 

Nielsen (2013; p. 1587) sees legitimacy and social license as “two sides of the same coin.” 

To grasp how legitimacy ties together the social license and the social contract, a 

brief review of political legitimacy and what the term entails in social contract theory is 

in order. Legitimacy can be understood as a descriptive or as a normative concept (Peter, 

2017). Interpreted descriptively, legitimacy reflects people’s opinions and beliefs about a 

given political or social order. Weber develops a purely descriptive account of political 

legitimacy. A political or social order is legitimate if it enjoys public faith (ibid.; 1; cf. 

Weber, 1964). Weber sees three main sources of legitimacy. First, people may place their 

faith in a political or social order on grounds of tradition because it has existed for a long 

time. Second, people may have faith in their political leaders due to their charisma. Third, 
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public faith may result from people’s trust in the legality of their political or social order 

(ibid.). Weber’s descriptive account of legitimacy is contrasted by the normative account 

of legitimacy, given by the social contract theorists. 

Interpreted normatively, political legitimacy refers to criteria of justification of 

political authority (Peter, 2017). For Hobbes, the social contract creates political authority 

(ibid.; 2.2). Political authority is legitimate so long as it ensures peace and security (ibid.). 

Beyond this, there is no difference between merely effective authority and legitimate 

authority in Hobbes’s social contract thought (ibid.).24 Such distinction becomes 

important in Locke’s interpretation of political legitimacy (ibid.; 2.1). For Locke, the 

social contract does not create authority. Instead, authority is pre-existing in the State of 

Nature and transferred to a body politic through the social contract (ibid.). Legitimacy of 

political authority, then, depends on whether the people in the State of Nature consent to 

the social contract and the transfer of authority (ibid.). While consent is necessary, it is 

not, however, sufficient for legitimate authority because political authority that suspends 

the law of nature will become illegitimate (ibid.).25 Consent does not make for legitimacy, 

only the absence of consent is a “marker of illegitimacy” – hence, the criteria for 

legitimacy are negative: effective political authority ceases to be legitimate if it lacks 

consent and is opposed to natural law (ibid.). Similar to Locke, Rousseau distinguishes 

between the mere exercise of power and legitimate authority (ibid.; 2.2). In Rousseau’s 

historical account of the social contract, political legitimacy derives from convention 

(ibid.). But in Rousseau’s normative account of the social contract, legitimacy derives 

from the democratic justification of the laws that form civil society (ibid.). 

Where the seventeenth and eighteenth-century philosophers saw consent as the 

main source of political legitimacy and took consent as its necessary condition, Rawls’s 

social contract thought entails a slightly different view on the relation between legitimacy 

and consent. As Rawls’s social contract theory is based on not actual but hypothetical 

consent, consent is not a direct condition for legitimacy. Rather, the conditions of 

legitimate authority are such that only authority that enjoys consent can meet them (Peter, 

2017; 3.1). Consent is therefore always assumed. 

                                                 
24 Applied to business, this view is akin to the Friedmanian interpretation of corporate responsibility. A 

business’s operations are legitimate if they are economical and legal, i.e., an economic license and a legal 

license are sufficient to prove a business’s legitimacy. No social license is needed. 
25 Locke uses this argument to famously defend the right of citizens to revolt against their kings (Friend, 

2004). 
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Besides consent, two other sources of legitimacy can ground its normative 

interpretation. First, legitimacy can derive from beneficial consequences (Peter, 2017; 

3.2). This is the utilitarian approach, which grounds legitimate political authority on 

social utility and the maximization thereof (ibid.). A classic objection against 

utilitarianism – held, among others, by Rawls – is that it may allow for the restriction of 

rights which liberals deem sacrosanct (ibid.). Ultimately, the utility calculus will convince 

only those who benefit from it, but it lacks an argument to those who come away empty-

handed (ibid.). Nevertheless, the aspect of benefit looms large in both classic and 

contemporary social contract theory. The second other source of legitimacy is public 

reason (ibid.; 3.3). A public reason is one that reasonable persons will endorse (ibid.). 

The justification of the legitimacy of political authority, then, is given by reasons that all 

reasonable persons will share (ibid.). Reason, too, looms large in both classic and 

contemporary social contract theory, as the social contract of Hobbes, Locke, Rousseau, 

and also Rawls is grounded on the assumption of individual rationality (cf. e.g. Friend, 

2004). 

Moving back from the realm of the social contract and the legitimacy of 

government to the realm of the social license and the legitimacy of business, it becomes 

apparent why the social license is thought to be rooted in social contract theory. As 

Demuijnck and Fasterling (Demuijnck and Fasterling, 2016; p. 675) express it, a social 

license “can be defined as the contractarian basis for the legitimacy of a company’s 

specific activity or project.” Businesses invoke the social license “to indicate that their 

activities are legitimate in the eyes of society” (ibid.). Demuijnck and Fasterling see the 

social license as mainly referring to tacit consent. So in their view, as political philosophy 

has long been exploring the link between consent and legitimacy under the heading of 

social contract theory, the social license finds its origins there (ibid.). The link between 

social license and social contract exists for both the consent-based contractarian and the 

justification-oriented contractualist theories. Viewed through the contractualist lens, the 

social contract becomes the “touchstone” of the social license (ibid; p. 677; cf. Kant, 

1793; p. 95). The social contract, as a mere metaphor, is a hypothetical testing device for 

the legitimacy of political authority, of moral norms – or the legitimacy of business 

activity (ibid.).26 

                                                 
26 To see how the social contract could work as a testing device for the legitimacy of business activity, see 

the discussion of applications of social contract theory to business in Chapter 5, specifically Section 5.1.1.2 

and Section 5.1.2.2. 
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Again, legitimacy can be interpreted descriptively or normatively. Interpreted 

normatively, the legitimacy of business activity is tested through the application of social 

contract theory to business. A business or specific business activity, from this perspective, 

is legitimate if it is based on consent, if it involves the promise of a benefit, or if there are 

rational reasons for agreement that everyone would share. In the normative interpretation 

of business legitimacy, the social license is not a direct management tool (Demuijnck and 

Fasterling, 2016). Instead, it is a situation, which companies can earn and lose (ibid.). 

Interpreted descriptively, the legitimacy of business activity is empirical. A company is 

perceived as legitimate. This perception may rest on people’s genuine appreciation of the 

company or be due to a mere lack of interest about the company’s activity (ibid.). It is at 

this point where the social license becomes a management tool. “What matters, from an 

empirical perspective, is whether or not there is legitimacy and which elements influence 

it” (ibid.; p. 678). Hence, given the descriptive and normative interpretation of legitimacy, 

the social license, too, can be viewed from a descriptive, i.e., an empirical, or a normative 

perspective. Boutilier and Thomson’s (2011) pyramid model of the social license suggests 

a descriptive perspective, whereas Morrison’s (2014) three-strand model of the social 

license suggests a normative perspective.27 In the descriptive perspective, the social 

license reflects the norms of good business practice. Yet it loses its bonds to social 

contract theory. 

Organizational legitimacy theory tends towards the descriptive approach or 

towards mixing the two. Dowling and Pfeffer (1975) describe organizational legitimacy 

in terms of a “congruence” between the social values that are associated with a business’s 

activities and the social norms that define acceptable behavior. Hence, legitimacy can be 

assessed empirically, by surveying the values and norms prevalent in society. Dowling 

and Pfeffer do not use the language of the social license, but “congruence” may imply the 

approval of a social license, while “disparity” may not. Scott (Scott, 1995; p. 45) takes a 

similar view describing organizational legitimacy as “a condition reflecting cultural 

alignment, normative support, or consonance with relevant rules or laws.” Also Suchman 

(1995; p. 574) suggests a descriptive interpretation of organizational legitimacy, defining 

it as the “generalized perception or assumption [emphasis added] that the actions of an 

entity are desirable, proper, or appropriate within some socially constructed system of 

                                                 
27 Boutilier and Thomson’s (2011) pyramid model derives from the empirical observation that companies 

must achieve perceived legitimacy, whereas Morrison’s (2014) three-strand model makes the normative 

claim that legitimacy is as a precondition of the social license in a definitional sense. 
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norms, values, beliefs, and definitions.” Lastly, Morrison (2014; p. 42) contends that 

legitimacy is a “sentiment,” which “exists only in the eye of the beholder” and is thus 

fraught with subjectivity. 

Nevertheless, there are normative aspects in the approaches to organizational 

legitimacy, which link back to the social contract. Morrison (2014; cf. p. 50 ff.), for 

example, provides a list of features that make a company legitimate. At the top of the list 

is the provision of value. In other words, for a company to gain legitimacy, society must 

gain a benefit from its existence. This links back to the aspect of benefit that permeates 

social contract theory. Further, Morrison writes that “dialog, transparency, and 

knowledge can clearly improve perceptions of legitimacy” (ibid.; p. 46). This hints at a 

descriptive interpretation of legitimacy. Yet at the same time, dialog, transparency, and 

knowledge are all means to facilitate consent, which suggests a normative interpretation 

of legitimacy. 

Returning to Dowling and Pfeffer (1975), they highlight one aspect of legitimacy 

that reappears in Boutilier’s (2014) description of the social license. Boutilier associates 

low levels of social license with risks of restricted access to resources. Dowling and 

Pfeffer point at the correspondence between a business’s legitimacy and its ability to 

allocate resources. This correspondence clearly is imperfect. Illegitimate organization 

such as tobacco companies or weapons manufacturers may acquire great resources, while 

legitimate organizations such as charity agencies may struggle to raise funds. It is on these 

grounds that Scott (1995; p. 45) argues that “legitimacy is not a commodity to be 

possessed or exchanged.” Interestingly however, if legitimacy is seen as a resource, it 

business norms become a constraint on organizational behavior (Dowling and Pfeffer, 

1975). This view is akin to the contractarian interpretation of the justificatory problem as 

described earlier (cf. Section 3.3): moral norms are seen as constraints to the desires and 

interests of the individual.  

 

4.3 The theme of consent 

 

A second main theme that binds together the social license and the social contract is 

consent. Consent is woven into the antecedent theme of legitimacy and the subsequent 

theme of trust. Consent is a legitimacy requirement and it serves to install and restore 

trust. Consent is at the core of both the social license and the social contract. Where in 
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social contract theory, the legitimacy of political authority and moral norms is derived 

from actual or hypothetical individual consent, the social license proceeds from the view 

that a business’s economic viability relies on tacit or active community consent. 

Consent seems to be much what the social license is about. While a few authors are 

quick to equate the social license with community consent or public consent (e.g. Clancy, 

2014), most authors see consent as a prerequisite to achieve a social license (Morrison, 

2014). Other authors see consent not as a basic ingredient of the social license but rather 

as a rivaling concept. It is worth it to quote Keith Slack at length in this regard: 

 

“The distinction between social license and consent is critical because accepting 

community consent as a basic operating standard sets a higher bar. If a community’s actual 

consent is required before operations begin, companies must treat the community as more 

of a partner in project development, rather than as an obstacle to overcome. It also implies 

that a company must engage more holistically with a community, providing them access to 

critical information and allowing them adequate time to assess their needs and interests 

before making a decision about whether to accept a company’s presence. The more vaguely 

defined social license does not necessarily imply these things.”28 

 

This view rests on the perception that the social license is vaguely defined and that it does 

not necessarily require consent. However, Morrison (2014) – for whom consent is a 

prerequisite for the social license – points out that a lack of community consent is not 

automatically a veto against the social license. Giving local communities a veto would be 

an invitation to “paralysis by NIMBYism” (Boutilier, 2015; p. 2). While impacted local 

communities may have valid objections, the greater good of society must generally 

prevail (Morrison, 2014). This aspect makes for a strong reference to social contract 

theory whose very idea is to justify and legitimize individual constraints to the benefit of 

all. 

Morrison (2014) and Wilburn and Wilburn (2011) see the social license as rooted 

in and subsuming the concept of Free, Prior, and Informed Consent (FPIC) pertaining to 

indigenous peoples. The United Nations define the four elements as follows: free implies 

“no coercion, intimidation or manipulation;” prior implies that “consent is obtained in 

                                                 
28

 Keith Slack: “Corporate social license and community consent,” Carnegie Council for Ethics in 

International Affairs, November 21, 2008. Accessed on September 5, 2018, retrieved from: 

https://www.carnegiecouncil.org/publications/archive/policy_innovations/commentary/000094 

https://www.carnegiecouncil.org/publications/archive/policy_innovations/commentary/000094
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advance of the activity associated with the decision being made, and includes the time 

necessary to allow indigenous peoples to undertake their own decision-making 

processes;” informed implies that “indigenous peoples have been provided [with] all 

information relating to the activity and that that information is objective, accurate and 

presented in a manner and form understandable [by] indigenous peoples;” and consent 

implies that “indigenous peoples have agreed to the activity that is the subject of the 

relevant decision, which may also be subject to conditions” (as cited in Morrison, 2014; 

p. 75).29 

 The four elements of FPIC resemble the rules that social contract theory requires 

to form agreement: first, no force, fraud, or coercion must be involved; second, the parties 

to the agreement must agree to its outcome (Cudd and Eftekhari, 2017; 1). However, the 

descriptions of consent with regards to the social license all seem to refer to actual rather 

than assumed, i.e., hypothetical consent. While classic social contract theory may require 

actual consent, in modern social contract theory, consent is always hypothetical. The 

social license may draw on the hypothetical consent of modern social contract theory in 

the sense that it imposes constraints on business not because it requires formal political 

or legal consent (in the form of a formal political or legal license) but because the 

conditions to achieve a social license are such that only companies that enjoy consent can 

meet them. In this sense, business activity is legitimate – and a social license would be 

granted – only if consented to under ideal, hypothetical conditions (as those behind the 

Veil of Ignorance) (cf. Peter, 2017).30 

The above descriptions of consent with regards to the social license seem to follow 

the classic social contract theorists’ view of consent. Just as classic social contract theory 

(Locke in particular) takes consent as a necessary condition for the agreement to be 

legitimate (Peter, 2017), consent, and FPIC in particular, is commonly viewed as a 

prerequisite for achieving a social license (Morrison, 2014). Yet in classic social contract 

theory, consent is required only once during the transition from the natural state to civil 

society (Cudd and Eftekhari, 2017). The social license requires continuing consent for it 

to be maintained (Thomson and Joyce, 2008). The social license requires actual, active 

                                                 
29 Office of the United Nations High Commissioner for Human Rights (OHCHR), “Final study on 

indigenous peoples and the right to participate in decision-making, Report of the Expert Mechanism on the 

Rights of Indigenous Peoples. A/HRC/EMRIP/2011/2” (2011), Annex §26, p. 21. Accessed on September 

5, 2018, retrieved from:  

http://www.ohchr.org/Documents/Issues/IPeoples/EMRIP/AEVfinalreportStudyIPRightParticipate.pdf 
30 The applications of modern social contract theory as described in Chapter 5, Section 5.1.1.2 and Section 

5.1.2.2, give some indication of what these conditions might look like. 

http://www.ohchr.org/Documents/Issues/IPeoples/EMRIP/AEVfinalreportStudyIPRightParticipate.pdf
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or tacit, consent (Morrison, 2014), whereas the social contract may only require 

hypothetical consent (D'Agostino et al., 2017). In the classic social contract, consent 

entails binding power. Consent enables the parties to make binding agreements, i.e., 

contracts (ibid.). The social license is informal and unbinding (Franks and Cohen, 2012). 

Community consent with regards to the social license seems obligation creating 

nonetheless, as the social license rests on promise keeping, reciprocity, and fair dealing 

(Boutilier and Thomson, 2011). 

Generally, consent of the individual can be interpreted in two different senses, 

psychological and behavioral (Eyal, 2012). While psychological consent is a subjective, 

acquiescing to sympathetic state of mind, behavioral consent includes some behavioral 

expression, ranging from actively agreeing to not protesting (ibid.). With regards to the 

social license, consent is required not only of the individual but of the community as a 

whole, say, of most people in the community or of the members of the community on 

average. Perceptions of the social license, then, cover consent in both of the senses. FPIC 

seems to require behavioral consent in the sense of active agreement, e.g. through a 

referendum, which would be, at the minimum, indicative of the social license. Different 

levels of quality in the company-community relationship, from acceptance to approval to 

advocacy, reflect different forms of consent in the behavioral sense. At best, consent takes 

the form of active advocacy – as in Boutilier and Thomson’s (2011) pyramid model of 

the social license at the level of co-ownership or psychological identification. 

Acceptance, in contrast, implies only tacit consent. Psychological consent is implicit in 

the different levels of social license too. Tolerance, credibility, and trust and 

psychological identification all require consent in the psychological sense. 

Social contract theories cover consent in both the psychological and the 

behavioral sense as well. Classic social contract theories focus on an act of consent of the 

individual, which requires behavioral consent and implies psychological consent, since 

coercion is ruled out. Contemporary social contract theories care about the deliberations 

of the individual and hence require psychological consent. Yet behavioral consent is 

assumed and is therefore implicit. 
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4.4 The theme of trust 

 

A third main theme that connects the social license and the social contract is trust. Both 

the social license and the social contract are built on and maintained through trust. 

Alongside with legitimacy and consent, trust completes a triad of core elements of the 

social license, which for Morrison (2014) are prerequisites in a definitional sense. The 

three themes interact. Legitimacy requires consent, whereas consent requires trust. 

Mutual trust between parties facilitates reaching agreements. Companies and 

communities who trust one another can engage in more meaningful relationships. 

Legitimacy is a situation where companies find themselves in, whereas mutual trust is a 

relationship between companies and communities. Consent is only one-directional, given 

by communities to companies and their specific activities, whereas mutual trust is two-

directional (ibid.). Communities trust companies to keep their promises and to be treated 

fairly, and companies trust communities to do the same. Mutual trust is confidence in the 

company-community relationship and it is based on reciprocity (ibid.). Companies who 

trust their communities will not seek formal assurances in every regard and communities 

who trust companies will not demand formal concessions in every regard. Mutual trust 

reflects company and community behavior and thereby shapes the legitimacy of claims 

communities make towards companies and vice versa. 

Trust looms large in the descriptions of the social license and it seems indeed 

foundational. Boutilier and Thomson’s (2011) pyramid model takes trust as a major 

determinant of the social license. As a company passes the legitimacy boundary and 

achieves an acceptance-level social license, a basic level of trust gets established between 

the company and the community. This trust, however, is only short-term, interactional 

trust. To pass the credibility boundary and achieve an approval-level social license, 

consistent trustworthy behavior is required. Finally, at the level of psychological 

identification, full trust is achieved and trust becomes institutionalized (ibid.). Where 

Morrison (2014) sees trust as a prerequisite of the social license, Boutilier and Thomson 

(2011) see trust as a boundary criterion to achieve the highest-level social license. Trust 

has different levels. The level of trust in the company-community relationship determines 

the level of the social license. Loss of trust can mean the loss of social license.31 Trust 

                                                 
31 Again, the Icelandic cases of the companies Brúnegg and United Silicon as described in the Introduction 

serve as examples. 



 

 

 

50 

 

 

itself is determined by the level of quality of contact between actors on either side (ibid.). 

Trust, in the accounts of the authors of the social license (Boutilier and Thomson, 2011; 

Morrison, 2014), may be defined as the expectation that companies will regard the 

interests and social norms of their community, and as the ability or disposition of 

communities to believe in the competencies as well as good intentions of a company. 

Morrison (2014) sees trust as enabler of the social license if the company-

community relationship is informed rather than generic. Trust is founded on reciprocity 

and it is exercised through active relationships (ibid.). Trust requires engagement and 

integrity but most of all transparency (ibid.). Also Wilburn and Wilburn (2011; p. 14) 

refer to the importance of transparency, noting that “trust requires a willingness to be 

honest.” Transparency facilitates knowledge and trust in companies seems to correlate 

with knowledge about their performance (Morrison, 2014). Reliable information about a 

company’s performance may increase trust. A lack of knowledge, in contrast, may 

translate into a lack of trust. However, the correlation holds only to some extent. 

Company-community relationships are shaped by irrational and emotional aspects as well 

(ibid.). 

Besides knowledge, other authors of the social license point at the aspect of 

vulnerability that trust entails. For instance, as cited earlier, Thomson and Joyce (2008; 

p. 8) define trust as “the willingness to be vulnerable to risk or loss through the actions of 

another.” These two aspects, vulnerability and knowledge, are defining general 

components of trust. Trust is rational, yet rarely a fully calculated act (Levi, 1998). It is 

“inherently embedded in uncertainty,” as many authors believe (Hardin, 2001; p. 5). Trust 

is relational, yet to trust someone implies a risk and is therefore dangerous (McLeod, 

2015).32 Trust is dangerous as it requires us to be vulnerable to others, and to be 

vulnerable to betrayal in particular (ibid.). Hence, a first condition for trust is to accept a 

level of risk or vulnerability (ibid.). 

Two further conditions of trust are that we can, in most general terms, think well 

of those whom we trust (at least in certain regards) and that we are optimistic about their 

competencies and commitment (McLeod, 2015). Authors of the social license refer to the 

former condition when they list requirements for trust such as engagement, integrity, 

reciprocity, perceived listening, promise keeping, fair dealing, etc. (cf. e.g. Boutilier and 

Thomson, 2011). The latter condition refers to transparency of information and thus 

                                                 
32 Though Hardin (2001) points out that it is not the act of trusting, but to act on trust that is dangerous. 
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knowledge. Fundamentally, trust is a mindset that we have towards others (McLeod, 

2015). It is a cognitive notion, which implies us to have some presumptions of knowledge 

about those whom we trust (Hardin, 1998). Trust is based on knowledge which allows us 

to make good predictions about how others will live up to our expectations (ibid.). Trust 

is warranted if our knowledge gives rise to optimism about others’ competencies and 

commitment or it is denied if it does not (ibid.). 

Trust can also be warranted if it gives rise to some mutual value that may emerge 

from it for the trusting parties (McLeod, 2015). The value of trust seems to be the 

strongest connection between the social license and the social contract along the theme 

of trust. Aside from intrinsic value considerations, trust is valuable because it allows to 

form relationships between people. Trusting facilitates cooperation and increases our 

opportunities to benefit from that cooperation (ibid.). Trust, as some authors view it, not 

only makes cooperation easier, it makes cooperation possible (ibid.). 

This view resembles that of the authors of the social license (e.g. Boutilier and 

Thomson, 2011; Morrison, 2014), who take trust as a prerequisite to achieve a social 

license. From trust arises the social license and hence a benefit from cooperation. The 

idea of benefit from cooperation permeates social contract theory too. In the Hobbesian 

view, however, trust is not a prerequisite but the outcome of the social contract. Hobbes’s 

State of Nature is a state of utter distrust. Trust becomes the result of lawfulness in civil 

society and hence a benefit of cooperation. Following the Hobbesian line of thought, trust 

must ultimately be grounded in rational self-interest. 

Hardin (2001) most strongly defends a view of trust as “encapsulated interest,” 

where our trust of others is ‘encapsulated’ in their interest to fulfill the trust. For example, 

we might trust others because they have an ongoing relationship with us, which they aim 

to maintain into the future (ibid.). Or we might trust others not because we have an 

ongoing relationship with them but because they have ongoing relationships with still 

others, which they might damage if they fail to fulfill trusts with us (ibid). 

The encapsulated interest view of trust figures prominently in the accounts of the 

social license. Trust, in terms of the social license, is an ongoing relationship between 

companies and communities. If a high-level social license is achieved, a community 

views a company or project embedded into a joint future and the company and the 

community share common interests (Boutilier and Thomson, 2011). Communities trust 

companies because they see the company’s interests, its viability and success, as 

interwoven with their own interests and with a trusting company-community relationship 
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in the future (ibid.). Likewise, companies trust communities because they see the good of 

the community as interwoven with the good of the company (ibid.). Such high-level social 

license only evolves over long years and thus involves strong mutual interests to aim and 

maintain the ongoing relationship. Reputation is equally important. For example, 

communities might refuse to grant a social license to companies that are not trustworthy 

at other sites. 

Hardin’s (2001) encapsulated interest view of trust is an alternative to what 

McLeod (2015) calls the “social contract view” of trust. According to this view of trust, 

people are compelled to their commitments not by their genuine interest but by the force 

of social norms and constraints, which are the outcome of a social contract (ibid.). For 

example, we might trust others because they face social pressure or legal sanctions if they 

do not fulfill our trust (ibid.). Our interest to fulfill trusts with others is thus enforced on 

us by means of a social contract. This is the Hobbesian vision of using coercion to 

motivate normative rules. Many philosophers would contend, however, that the social 

contract view cannot be a full account of trust (ibid.). If doing x has bad consequences for 

a person, we may say that the behavior of that person to not do x is reliable or predictable, 

but it may not be genuinely trustworthy (ibid.). Nevertheless, as the social license is much 

about social pressure to conform to social norms, it comprises the social contract view of 

trust. But just as the social contract view can only partially explain trustworthy behavior, 

it can only explain a low-level social license. If companies conform to social norms only 

for strategic or legal reasons, not out of a genuine concern for community wellbeing, they 

will rarely gain full trust and hence a higher-level social license. 

The Lockean view of trust is better suited to the social license. While in most of 

social contract theory trust seems only implicit,33 in Locke’s writings, trust comes to the 

fore in his considerations why citizens must continuously monitor their government. In 

these considerations, trust is crucial in three main stages of civil society and government: 

                                                 
33 In Hobbes’s social contract theory, trust is implicit in the sense that the erection of civil society marks 

the transition from a state of utter distrust into a state where trust becomes possible. Trust among citizens 

is an outcome of the Hobbesian social contract. But trust is not part of the argumentative structure in 

Hobbes’s social contract theory. Where for Locke, government is entrusted with political authority, for 

Rousseau, one’s individual will cannot be transferred to another person. In Rousseau’s direct democracy, 

there is no need for trust in government, therefore. Rousseau is only concerned with trust insofar as the 

normative social contract does away with the distrust that the historical social contract has brought about 

(see Section 3.1.3). Similarly, Rawls’s social contract argument doesn’t involve trust. As the Rawlsian 

choice situation is reduced to the deliberations of one person, no trust in others is needed. Trust is 

nevertheless implicit as a motivation of justice as fairness. If the principles of justice that govern the basic 

institutions of society are inherently fair, everyone can trust in their legitimacy. 
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the commencement, the maintenance, and the dissolution (Kee, 2009). In venturing from 

the natural state into civil society, people display an enormous amount of trust (ibid.). 

They renounce their individual right to enforce the law of nature and entrust it into the 

hands of government (ibid.). Once civil society is established, trust becomes 

indispensable for government to be effective (ibid.). We cannot have contracts in every 

regard and therefore need trust in good governance, in the prudence and wisdom of those 

who write and execute the law (ibid.). Finally, trust in government may be given, but it 

may also be revoked. A lack of trust is instrumental to the dissolution of government 

(ibid.). 

The role of trust in the three stages of civil society and government is similar to 

the role of trust in company-community relationships, which, too, must first be 

established, then maintained, and which may be dissolved. The social license reflects 

these stages when it is granted, when it reaches different levels, and when it is revoked. 

In granting a social license, communities demonstrate trust in companies which they may 

not yet be able to fully get the measure of. Just as governments must earn and maintain 

trust through prudent behavior, a higher-level social license must be earned and 

maintained through trustworthy behavior. If trust is withheld, the social license is 

revoked, just as government is dissolved. 

For Locke, trust is the clearest evidence that sovereignty resides in the people 

(Kee, 2009). This view of trust much resembles the social license. For Locke, trust is a 

license for a government to rightfully exist and issue laws. Just as communities grant a 

social license to companies and thereby indicate whether a company or project is 

perceived legitimate, for Locke, by giving or withholding trust, the people decide whether 

their social contract between them and their government remains valid (ibid.). Because 

we cannot have contracts in every regard, Locke, contrary to Hobbes, sees the relationship 

of people to their government not as one of contract but one of trust (Hardin, 1998). 

Likewise, because companies and communities cannot make contracts in every regard, 

company-community relationships rely on trust-based, informal agreements – on a social 

license in addition to formal legal, political, or economic licenses. 
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5 The ‘Business Covenant’ and the Social License 

 

This chapter turns to the second research question of this thesis, as stated in the 

Introduction:  

 

  [RQ2] What is the relation of the Social License to Operate and a potential 

‘business covenant,’ i.e., an application of social contract theory to business? 

 

Many authors see the social license as rooted in social contract theory. The social license 

reflects a situation of trust, consent, and legitimacy of companies in communities or 

society at large. Yet such situation political philosophy has long discussed under the 

heading of social contract theory to describe governments in society. This poses the 

question whether the social contract is a sensible basis for the social license – whether, 

first, social contract theory can sensibly be applied to business so as to yield a ‘business 

covenant’ between society and business, and second, whether the requirements necessary 

to obtain a social license can be derived from the norms and principles that such ‘business 

covenant’ would specify. The question is, then, can there be a social contract applied to 

business, how would it need to be set up, and what must be its outcome? 

To give a definite answer to either of these questions is beyond the scope of this 

thesis. Nevertheless, the aim is to find a first few and elemental constituents of an answer. 

The first section of this chapter is devoted to the application of social contract theory to 

business. It reviews the attempts made so far to construct a ‘business covenant’ from 

classic and modern social contract theory. The chapter continues with a discussion of the 

criticism that is raised against the current applications of social contract theory to business 

and what it needs for a ‘business covenant’ to be properly set up. The final section of this 

chapter returns to the question how a potential ‘business covenant’ relates to the social 

license and what a ‘business covenant’ must do to provide a sensible basis for it. The 

claim of this chapter will be that the relation of the social license and a potential ‘business 

covenant’ is best understood by thinking of both concepts as ‘proof procedures’ of or 

‘testing tools’ for the legitimacy of standards of good business practice. The ‘business 

covenant’ is the normative validation and the social license is the empirical validation of 

such standards. A ‘full proof’ of certain standards of good business practice is given if 
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the empirical norms that the social license reflects are consistent with the normative 

outcome of a ‘business covenant.’ 

 

5.1 Constructing a ‘business covenant’ from social contract theory 

 

The quest of business ethics for normative principles to guide ethical business practice 

has given rise to three competing normative theories, tailored specifically to the 

environment of business – (Friedmanian) stockholder theory, stakeholder theory, and 

social contract theory for business (Hasnas, 1998). These theories are “intermediate level” 

theories, aiming to mediate between the abstract ethical principles that the philosophers 

devise and the more concrete ethical problems that business practitioners face (ibid.; p. 

20). 

While stockholder and stakeholder theories are centered around businesses and 

look from there which responsibilities companies have towards others, social contract 

theory begins with society as a whole and looks at businesses as social institutions. Any 

social institution, hence that of business too, operates on the basis of a social contract that 

it has made, or that it assumes, with the community (Shocker and Sethi, 1973). The 

viability and success of social institutions, these are the terms of the contract, hinges on, 

first, the provision of socially desirable ends to all, and second, the provision of economic, 

social, or political benefits to those who give power to the institutions (ibid.). 

Social contracts for business fall into three main categories (Neiman, 2013). A 

first approach is to directly apply social contract theory of political philosophy to 

business. A second approach is to adapt the methodology of social contract theory to 

business. A third approach is to study existing social contracts – so-called extant, tacit, or 

microsocial contracts, which are revealed through empirical surveys of beliefs, attitudes, 

and behaviors (ibid.). The next three subsections consider briefly each of these 

approaches by looking at a few examples. The following examples are meant to exhibit 

which are the current attempts to construct a ‘business covenant,’ how they differ from 

each other, and what they can achieve. 
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5.1.1 Direct application of social contract theory to business 

 

5.1.1.1 Classic social contract theory (Hobbes) 

 

A direct application of Hobbes’s social contract theory to business is given by Palmer 

(2001). Palmer seizes on Hobbes’s description of human nature – that humans are rational 

and self-interested – and contends that these attributes describe corporations too. 

Corporations, too, are egoistic by nature (ibid.). This is true at least in the eyes of liberal 

market theorists like Friedman for whom businesses have one sole responsibility, which 

is to increases their own profits (ibid.). Corporations are also rational (ibid.). Hence, 

profit-seeking corporations are appropriately described as those rational, self-interested 

actors that Hobbes takes us humans to be (ibid.). From this observation, Palmer derives 

rational restrictions on multinational corporations to adhere to standards of environmental 

and governmental sustainability, as well as national law and international law agreements 

(ibid.). 34 

 

5.1.1.2 Modern social contract theory (Rawls) 

 

Bishop (2008) directly applies Rawls’s social contract theory to develop an argument 

concerning the “pre-legal,” i.e., moral rights and responsibilities of corporations.35 To 

argue for the pre-legal rights of corporations may seem, as Bishop admits, contradictory, 

given that corporations are, by definition, creations of the law. Corporations cannot 

precede the laws that create them (ibid.). However, corporations have inherent rights 

(ibid.). For the law to create corporations, it must create them with rights (ibid.). 

Corporations have three sorts of definitional rights: they have right to autonomy, 

to pursue private interests, and to engage in economic activity (Bishop, 2008). The right 

to autonomy includes, for example, to make contracts and to file lawsuits. The right to 

pursue private interests involves, most importantly, to pursue profits. The right to engage 

                                                 
34 Another direct application of Hobbes’s social contract theory can be found in Horvath (1995). Based on 

Hobbes’s premises of human nature and the natural state, Horvath builds a ‘mathematical’ representation 

of the social contract that he applies to the domain of business. 
35 The distinction between “pre-legal” and “post-legal” (Bishop, 2008; p. 192) is important. Bishop notes 

that business ethics usually is post-legal, i.e., it presupposes an existing government and a legal structure. 

Social contract theory, however, is pre-legal (ibid.). Social contracts describe rights and responsibilities that 

the law ought, morally, to recognize (ibid.). 
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in economic activity includes to own private property, to hire employees, and to make 

economic transactions (ibid.). The social contract argument, then, is concerned with the 

question whether corporations should exist and have their definitional rights recognized 

(ibid.). 

Bishop (2008) imagines a hypothetical contract situation similar to Rawls’s 

Original Position. However, the social contract that establishes Rawls’s two principles of 

justice (see Section 3.2.1) precedes the contract that is concerned with the rights and 

responsibilities of corporations. Bishop asks whether the existence of corporations 

together with their definitional rights is consistent with Rawls’s principles of justice – he 

concludes this is the case. To get to this conclusion, Bishop emphasizes that any Rawlsian 

hypothetical social contract that specifies the rights and responsibilities of corporations is 

not a contract between society and corporations (ibid.). Instead, it is a contract about 

corporations: an agreement between citizens to which corporations are not party (ibid.). 

There are two reasons for this. First, it is unclear how the methodological device of the 

Veil of Ignorance can include corporations (ibid.). We would have to imagine that, behind 

the Veil of Ignorance, we didn’t know whether we are a real person or a corporation – but 

how can we imagine being a corporation? Second, and more importantly, if corporations 

were party to the agreement, the argument is circular (ibid.). To consider corporations in 

the Original Position already legitimizes their existence and their definitional rights 

(ibid.). 

For the purpose in question, then, the Original Position is arranged as follows. We 

envision a capitalist, free-market economy with prospering individual and family 

businesses where corporations do not exist (Bishop, 2008). In this Original Position, we 

ask whether people would want to create corporations with rights (ibid.). We assume that 

people behind the Veil of Ignorance know the fundamentals of free-market capitalism 

(ibid.). They are ignorant, however, of their personal relation to corporations – they do 

not know if they depend on corporations for employment, if they are contractors, 

consultants, or owners of corporations, etc. (ibid.). Being denied this knowledge, every 

contractor will seek a fair and impartial agreement (ibid.). Whether or not contractors 

agree to create corporations with rights depends on their deliberation how incorporation 

of businesses relates to Rawls’s principles of justice (ibid.). Contractors ask, first, if 

incorporation of businesses extends or restricts their basic liberties. Second, they ask if 

the benefits of corporations are of reasonable advantage to everyone and if the positions 

attached to them are open to everyone equally (ibid.). 
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Now, the freedom to create corporations is itself a liberty (Bishop, 2008). This 

freedom is consistent with the most extensive basic liberty for everyone so long as 

corporate actions do not conflict with individual liberty (ibid.). The existence of 

corporations with rights is thus contingent on corporations fulfilling their responsibility 

to respect individual liberty (ibid.). What this means in practice is difficult to say. But in 

the least, it must mean that corporations respect human rights (ibid.). To address the 

second of Rawls’s two principles of justice, the creation of corporations must be of 

reasonable advantage to everyone. This requires a social argument for the general wealth-

increasing efficiency of corporate capitalism, which is hard to come by (ibid.). Also, given 

the definitional right of corporations to pursue private interests, they cannot be held 

responsible for fair wealth distribution (ibid.). Therefore, corporations must recognize a 

legitimate government mandate to redistribute wealth (ibid.). Finally, the positions 

attached to corporations must be open for everyone equally. This means that everyone 

must be allowed to create a corporation with legal purpose (ibid.). Further, the benefits of 

having a share in corporations must be made available without discrimination (ibid.). 

Given their private purposes, corporations cannot be open for employment for everyone 

equally (ibid.). However, they may have to recognize legitimate governmental claims to 

pay for employment training programs (ibid.).36 

 

5.1.2 Adapting the methodology of social contract theory to business 

 

5.1.2.1 Classic social contract theory (Hobbes, Locke, Rousseau) 

 

One of the first serious applications of social contract theory to business was brought 

forward by Donaldson in his 1982 book Corporations and Morality (and in a 1989 follow-

up paper). Donaldson (1982) proceeds from the observation that a “contract” between 

business organizations and society is often referred to, yet it is rarely specified what is 

meant (ibid.). Since no actual, written contract exists, such contract must be an abstraction 

                                                 
36 Another direct application of Rawls’s social contract theory to business can be found in Hartman (1996). 

Hartman recognizes Rawls’s explicit distinction between nation states, which are the subject of Rawls’s 

study, and associations such as businesses. Hartman nevertheless contends that the device of the Veil of 

Ignorance can be applied to businesses. A “morally sound” business, then, would be conceived by the 

deliberations of people who knew they would be stakeholders of the business, without knowing which 

particular stakeholders they are (ibid.; p. 85). 
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akin to the social contract between citizens and government that political philosophy has 

traditionally discussed (ibid.). The social contract for business, therefore, must be 

modeled on its political counterpart (ibid.). While the social contract of political 

philosophy serves to justify the existence of government or the state, the social contract 

for business must explain why business organizations, specifically corporations, should 

exist (ibid.). Corporations, like the state, are human creations and thus in need of 

justification – we choose corporations to exist, hence we must show why they ought, 

morally, to exist (ibid.). 

Social contract theory is a method to do just that (Donaldson, 1982). In political 

philosophy, social contract theory starts out with imagining society without government, 

whose existence it aims to justify. Therefore, to adapt the methodology of social contract 

theory to business, we must imagine society without business organizations, or 

“productive organizations” how Donaldson calls them (ibid.; p. 42). We must imagine a 

“state of individual production,” where people work and produce individually – they are 

not organized into productive organizations, thus factories, banks, hospitals, restaurants, 

etc. do not exist (ibid.; p. 44). This state of individual production is, like the State of 

Nature, a hypothetical, not a historical state (ibid.). 

The social contract for business, then, is between productive organizations and 

individual members of society (Donaldson, 1982).37 Donaldson assumes that people in 

the state of individual production are rational and have economic interests (ibid.).38 To 

create productive organizations, the social contract for business must come with the 

prospect of a benefit. Donaldson sees two groups of people who can stand to benefit or 

be harmed by the creation of productive organizations: consumers who buy the productive 

organizations’ products, and employees who work for them (ibid.). Society will choose 

and consent to create productive organizations if they are to enhance the welfare of 

consumers and employees (ibid.). Consumer interests are served if productive 

                                                 
37 Note the difference between the parties to the agreement here and in Bishop (2008) above. Bishop speaks 

of a social contract between citizens and about business organizations; a contract to which business is not 

party. Donaldson (1982) remarks that there are two basic forms of the (classic) social contract. One that 

imagines people bringing government into existence and creating it (Hobbes, Rousseau), and another that 

imagines people defining the terms of an implied contract between them and government (Locke) (ibid.). 

For Locke, people first establish civil society and then civil society negotiates an agreement to establish 

government (ibid.). Donaldson follows this Lockean line of thought. Once civil society is established, 

people define the terms of an implied contract between them and business organizations. 
38 Donaldson speaks of “ordinary, economically interested persons” (1982; p. 44). People are neither purely 

egoistic, nor are they purely benevolent (ibid.). They are somewhere in between these two extremes and 

“neither devils nor saints” (ibid.). 
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organizations enhance efficiency, stabilize output, and augment liability (ibid.). 

Employee interests are served if productive organizations increase income levels, diffuse 

personal liability, and adjust personal income allocation (ibid.).39 If productive 

organizations do deliver on these terms of the contract, their existence is justified. If they 

don’t, society is morally justified to condemn them (ibid.). 

Donaldson (1982) believes the methodology of social contract theory is applicable 

to business for the mere reason that corporations, today, are giants (ibid.). Quite literally, 

the modern corporation is a leviathan like the state, affecting the lives of millions of 

people (ibid.). Corporations draw their employees as well as their consumers from society 

and hence their power rests on society (ibid.). 

 

5.1.2.2 Modern social contract theory (Rawls) 

 

Neiman (2013) constructs a choice situation for a Social Contract for International 

Business Ethics (SCIBE). This choice situation is modeled on Rawls’s choice situation 

behind the Veil of Ignorance but is tailored specifically to the domain of international 

business (ibid.). It involves a hypothetical negotiation between two fictional characters, 

Mr. Grey and Mrs. Redd, who, respectively, represent business and community interests 

(ibid.). Neiman seeks to apply the methodology of social contract theory to arrive at, and 

justify, ethical principles of international business in local communities (ibid.). In contrast 

to the above applications of social contract theory given by Bishop (2008) and Donaldson 

(1982, 1989), Neiman’s SCIBE takes the existence of business organizations as a given 

and seeks to discover the ethical principles that such organizations ought, morally, to 

follow (ibid.). 

Neiman (2013) criticizes the direct application of social contract theory to 

business on the grounds that methodological devices such as the State of Nature and 

Rawls’s Original Position are specifically devised for the questions of political 

philosophy, which proceed from different assumptions than those questions that arise in 

business ethics (ibid.). Neiman refers to Phillips and Margolis (1999), for example, who 

note that business organizations are more voluntary associations than society (ibid.). 

                                                 
39 What is meant with “personal income allocation” is a way of allocating income so that employees are 

protected from unproductiveness during illness or reduced productivity during old age (Donaldson, 1982; 

p. 49). 
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However, the basic methodology of social contract theory such as the creation of a choice 

situation can be adapted to the domain of business (ibid.). For it, Neiman’s SCIBE 

substitutes citizens as contracting parties – who would be the appropriate subject for 

questions of justice in political philosophy – for economic actors and looks what they 

have in common (ibid.). Economic actors know the fundamental mechanisms of free-

market interactions and share the desire to realize the economic benefits that free, 

international trade provides (ibid.). 

The SCIBE contractors are the firm and the community (Neiman, 2013). Neiman 

assumes that these contractors share three basic presumptions: first, “contractors should 

not be coerced in any way into accepting or rejecting principles;” second, “contractors 

must have an equal right to propose and argue for or against principles;” third, 

“contractors must expect that the terms of the contract will be adhered to” (ibid.; p. 79). 

The first of these principles is of particular importance, as it precludes one party to wield 

its economic, political, social, or cultural power and force principles on the other party 

that it would otherwise reject (ibid.). Therefore, this principle counteracts the imbalanced 

power relationships between multinational corporations and local communities, which 

are emblematic of the modern business world (ibid.). It is reasonable to assume that both 

parties would agree to this principle because both parties recognize the fundamentals of 

free markets, where market actors are free, not coerced, to accept or reject proposals 

(ibid.). Similarly, the second and third principle follow from the mutual recognition of 

the fundamentals of free markets. The SCIBE choice situation must comprise the three 

commonly shared presumptions (ibid.). 

As said, the SCIBE choice situation is illustrated through a hypothetical 

negotiation between two fictional characters, Mr. Grey and Mrs. Redd, who, respectively, 

represent business and community interests. As Mr. Grey enters the negotiation room, a 

“wave of confusion” washes over him, he becomes oblivious to the details of his company 

and even his industry (Neiman, 2013; p. 80). Puzzled over the source of his confusion, 

Mr. Grey realizes that these details do not matter. What he wants out of today’s 

negotiations are ethical principles that allow his business to make maximum profits 

(ibid.). At this moment, Mrs. Redd enters the room. She, too, fails to remember the 

particulars of her community – whether it was wealthy or poor, whether natural resources 

were plentiful or scarce, and which were the prevalent cultural or religious norms (ibid.). 

Yet Mrs. Redd also realizes that her lack of memory does not thwart the negotiations. Her 

interests are to make available to her community the benefits of international trade (ibid.). 
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These include economic benefits such as jobs, wealth, and income, as well as social goods 

such as education, health care, clean drinking water, etc. (ibid.). 

For Mr. Grey and Mrs. Redd to come to an agreement, they both need to benefit 

from it (Neiman, 2013). As neither of the negotiating parties is knowledgeable of the 

company’s industry and profitability, or the community’s culture, economics, and 

demography, they cannot use coercion (ibid.). For example, Mr. Grey does not know 

whether his company is a multi-billion corporation or a small family business. Hence, he 

cannot know whether he is in a position to leverage economic power. Similarly, Mrs. 

Redd is devoid of any knowledge of the cultural, political, or military power she may 

possess (ibid.). The negotiations proceed at a necessary level of abstraction that allow for 

universal principles of business ethics to come out of them (ibid.). These restrictions on 

information resemble Rawls’s Original Position behind the Veil of Ignorance. However, 

the Grey-Redd negotiation is distinct from the Rawlsian choice situation, as it is based on 

different commonly shared presumptions (ibid.). 

Given the constructed choice situation, Neiman (2013) arrives at three ethical 

principles for international business that are rational to accept for both parties. The three 

principles concern wages, the environment, and cultural as well as social norms. Mr. Grey 

and Mrs. Redd agree on an ethical principle requiring international businesses to pay 

wages above the living wage (ibid.). Further, they agree on an ethical principle making 

international businesses responsible for all environmental damages that their operations 

may cause (ibid.). Finally, Mr. Grey and Mrs. Redd agree on an ethical principle 

obligating international businesses to conform with cultural and social norms, except 

when they limit access to economic benefits or social goods (ibid.). 

 

5.1.3 Existing, empirical contracts 

 

A description of existing social contracts in business is given by Dunfee (1991). These 

so-called “extant social contracts” (ESCs) are typically informal agreements, which can 

be discovered empirically (ibid.). Extant social contracts emerge in communities or 

groups of individuals and derive their ethical norms from common goals, values, beliefs 

and attitudes within them (ibid.). Communities and groups bound by extant social 

contracts include, for example, one’s profession, family, religion, or nation, one’s 

employer, industry, colleagues, or peers (ibid.). Hence, multiple overlapping social 
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contracts exist simultaneously (ibid.). Different communities and groups have different 

social contracts and therefore arrive at different, often conflicting ethical norms (ibid.). 

Extant social contracts embody existing behavioral norms and behavioral 

standards that are deemed right or wrong (Dunfee, 1991). In business, empirical research 

can reveal these norms by looking at, for instance, codes of business ethics, business 

reports, speeches of managers, surveys of attitudes and beliefs among managers, as well 

as company slogans, heroes, and myths, etc. (ibid.). The contracting parties are all of the 

members of the community or group (ibid.). Some groups are more clearly defined than 

others (e.g. the group of medical practitioners is more clearly defined than ‘the pharma 

industry’) and involve a formal entry process (e.g. the Hippocratic Oath), from which 

consent to conforming to the group’s norms can be implied (ibid.). The source of 

obligation to norms of extant social contracts is consent, broadly defined (ibid.). 

The ethical norms derived from extant social contracts seldom reveal the entirety 

of ethical norms and obligations businesses have (Dunfee, 1991). But they form a part in 

the bigger ethical picture of business (ibid.). While extant social contracts depict the 

reality of business ethics, a warning is in place: extant social contracts face the serious 

issue of ethical relativism (ibid.). This issue can be mitigated through a “filtering 

process,” testing extant social contract norms under general ethical theories (ibid.; p. 24).  

 

5.1.4 Integrative Social Contracts Theory (ISCT) 

 

Perhaps the most prominent and influential application of social contract theory to 

business was developed in a joint effort by Donaldson and Dunfee. In a series of joint 

papers starting from 1994 (Donaldson and Dunfee, 1994, 2000, 2002; Dunfee and 

Donaldson, 1995) but mostly in their 1999 book Ties that Bind, Donaldson and Dunfee 

develop what they call Integrative Social Contracts Theory (ISCT), a combination of the 

second of the three above approaches – to adapt the methodology of social contract theory 

to business – with extant social contracts (ESCs), the third approach. Donaldson and 

Dunfee realize that, on the one hand, research in business ethics can draw on empirical 

study, which describes the as-is state, or the present factual state, of economic affairs 

(Donaldson and Dunfee, 1994). On the other hand, business ethics research can draw on 

normative ideas of what we should do (ibid.). The empirical and the normative approach 

are two “powerful streams” of business ethics research (ibid.; p. 253). With ISCT, 
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Donaldson and Dunfee advance the interconnection of these empirical and normative 

streams (ibid.). 

ISCT recognizes ethical obligations of businesses that derive from two levels of 

consent (Donaldson and Dunfee, 1994). First, consent to a theoretical “macrosocial” 

contract, and second, consent to a real “microsocial” contract (ibid.). ISCT is thus 

‘integrative’ because it integrates two different types of social contracts (ibid.). First, a 

normative, hypothetical contract among economic actors akin to the social contract of 

political philosophy (ibid.).40 Second, an actually existing, empirical, or extant social 

contract as one may occur among the members of specific communities, organizations, 

associations, etc. (ibid.).41 

The central question of ISCT is to what general principles economic actors would 

agree to govern economic morality (Donaldson and Dunfee, 1994). Donaldson and 

Dunfee arrive at four ethical principles to which macrocontractors would agree. To begin 

with, contractors of the hypothetical macrosocial contract would choose the terms of the 

agreement to be such that they leave a “moral free space,” i.e., they allow for community-

specific moral norms that govern local business activity (ibid.; p. 260). The 

macrocontractors adopt a principle that allows for the existence of actual community-

specific microcontracts (ibid.). Therefore, the first principle of the macrocontract is: 

 

1. “Local economic communities may specify ethical norms for their members 

through microsocial contracts.” (ibid.; p. 262) 

 

The second principle of the macrocontract that Donaldson and Dunfee arrive at is: 

 

2. “Norm-specifying microsocial contracts must be grounded in informed consent 

buttressed by a right of exit.” (ibid.; p. 262) 

                                                 
40 Donaldson and Dunfee model this hypothetical macrosocial contract on Rawls’s social contract theory. 

They begin with a thought experiment where rational and, to some extent, knowledgeable, economic actors 

would agree upon what defines business ethics (Donaldson and Dunfee, 2000). Unlike in Rawls’s theory, 

these economic actors are not entirely ignorant of the facts about themselves (ibid.). They may or may not 

know about their religion or their attitude towards risk-taking, for instance (ibid.). However, what the 

economic actors are ignorant of is, for example, for what company they work, in which profession and 

position, in which industry, and in which economic system (ibid.). The question then becomes to what 

principles such economic actors would accept to agree (ibid.). 
41 The distinction between microsocial and macrosocial contracts harks back to the two different 

interpretations of legitimacy (cf. Section 4.2). Microsocial contracts indicate legitimacy in the descriptive, 

or empirical, sense. Macrosocial contracts indicate legitimacy in the normative sense. 
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Though a moral free space may exist, extreme moral relativism is ruled out (ibid.). The 

moral free space is limited through “hypernorms,” which are fundamental ethical 

principles and which guide the evaluation of lower-level moral norms (ibid.). 

Hypernorms are the standard to which all communities are held (ibid.). The third principle 

of the macrocontract is thus: 

 

3. “In order to be obligatory, a microsocial contract norm must be compatible with 

hypernorms.” (ibid.; p. 265) 

 

An initial and minimum list of hypernorms may include basic human rights such as those 

to personal freedom, physical security, political participation, ownership of property, and 

the obligation to respect the dignity of each human person (ibid.). The fourth principle of 

the macrocontract is concerned with priority rules in case of conflict between the 

principles of the macrosocial contract and the norms of microsocial contracts. It states: 

 

4. “In case of conflicts among norms satisfying Principles 1-3, priority must be 

established through the application of rules consistent with the spirit and letter of 

the macrosocial contract.” (ibid.; p. 269) 

 

Donaldson and Dunfee’s approach to social contract theory for business lies midway 

between the extremes of moral relativism and moral absolutism (Donaldson and Dunfee, 

2000). It is an account of a global business ethic that recognizes the legitimacy of specific 

cultural and geographic norms that may apply to business operations, yet it also sets limits 

to the legitimacy of such norms (ibid.). ISCT is an attempt to uphold fundamental ethical 

norms (hypernorms), while at the same time accounting for the legitimate differences in 

moral norms between economic communities and time periods (ibid.). Donaldson and 

Dunfee’s approach is motivated by the aim to reach beyond the generality of ethical 

theories such as utilitarianism, Kantian Deontology, or Aristotelian virtue ethics, and to 

provide a more fine-grained framework for the assessment of specific ethical dilemmas 

that arise in business practice (ibid.). Donaldson and Dunfee see that, often, general 

ethical theories are insufficient to guide businesses through the specific ethical dilemmas 

they face (ibid.). They therefore assume that all humans, and all economic actors in 

particular, are constrained by what they term “bounded moral rationality” (ibid.; p. 6). 
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This means that even those persons who are rational and knowledgeable of ethical 

theories cannot always find answers to the moral dilemmas of business practice if they 

are not knowledgeable, too, of community-specific norms (ibid.). Hence, ISCT 

emphasizes the role of the community in shaping ethical business practice. In this respect, 

ISCT resembles stakeholder theory, as company stakeholders define the ISCT 

communities. Further, company-community relationships are also the point of origin of 

the social license. A point could be made, therefore, that the concept of the social license 

is implicit in ISCT. 

 

5.2 Criticism towards applying social contract theory to business 

 

Social contract theory faces widespread criticism and so does its application to business. 

Much of the criticism of social contract theory applied to business is directed towards the 

first serious approach to formulate a ‘business covenant’ – the social contract for business 

as constructed in Donaldson’s 1982 book Corporations and Morality. Hodapp (1990), for 

example, remarks that Donaldson has “fundamentally misunderstood social contract 

theory” (ibid.; p. 128). He argues that “Donaldson’s social contract theory as a 

methodology is circular, presupposing the information which it is supposed to generate” 

(ibid.). This is because we cannot imagine a “state of individual production” – 

Donaldson’s analogon to the State of Nature where productive organizations do not yet 

exist – without already knowing the purposes of productive organizations (ibid.). 

Donaldson aims to justify the existence of productive organizations by asking how the 

world will be different from our present world without them. However, if the hypothesis 

is that economic efficiency will be lower in the state of individual production, for 

instance, then this presupposes knowledge of and agreement on the purpose of productive 

organizations to enhance efficiency (ibid.). Donaldson’s theory, therefore, fails at its 

target to justify the existence of productive organizations (ibid.). 

Conry (1995) raises another voice of criticism. He criticizes that Donaldson’s state 

of individual production gives an insufficient description of human nature (ibid.). 

Donaldson’s description of “ordinary, economically interested persons” (Donaldson, 

1982; p. 44) fails to generate a meaningful definition of human nature, which however, is 

so fundamental to classic social contract theory to which Donaldson refers (Conry, 1995). 

Donaldson “does not deal directly with human nature but rather with a surrogate – people 
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in the pre-industrial world” (ibid.; p. 197). Neiman (2013) notes that similar criticism 

applies to Donaldson and Dunfee’s (1994) Integrative Social Contracts Theory (ISCT). 

Conry (1995; p. 199) criticizes further that “Donaldson’s good appears to be 

murky.” The outcome and benefit of Donaldson’s social contract “seems to move toward 

something like social welfare as a Good” (ibid.). It is however, “difficult to point to it 

with the clarity with which we can point to Hobbes’s Good” (ibid.). Regarding Dunfee’s 

(1991) conception of extant social contracts (ESCs), Conry remarks that the existence of 

such contracts does not sufficiently explain why they should exist: “the is (of group 

norms) do not directly determine the ought of his [i.e. Dunfee’s] social contracts (ESCs)” 

(Conry, 1995; p. 200). Conry concludes that “social contract theory for business is highly 

flawed” (ibid.; p. 207). 

Not all authors are as pessimistic about social contract theory for business as 

Hodapp (1990) and Conry (1995). Hsieh (2015) has gathered together the criticism 

towards Donaldson’s (1982) as well as Donaldson and Dunfee’s (1994) social contract 

theory. Donaldson’s methodology need not be circular, as Hodapp suggests (Hsieh, 

2015). Hsieh concludes that Donaldson’s social contract serves as a “heuristic or test of 

the claim that advancing social welfare is the rationale for existence of productive 

organizations” (ibid.; p. 438). The macrosocial contract in Donaldson and Dunfee’s ISCT 

has the potential to play a similar role. 

The criticism directed towards direct applications of social contract theory to 

business is yet more serious. To begin with Bishop’s (2008) direct application of Rawls’s 

social contract theory, the issue is that justice as fairness, i.e., the principles of justice 

specified behind the Veil of Ignorance, only applies to the “basic structure of society” 

(Rawls, 1999; p. 7, cf. Hsieh, 2015).42 Corporations, and, for that matter, all business 

organizations, do not form part of the basic structure (cf. Hsieh, 2015). Further, Rawls is 

explicit about limiting the principles of justice to modern constitutional democracies (cf. 

Neiman, 2013). Rawls’s principles of justice cannot directly be applied to business 

because the moral questions of business ethics arise from the interaction of economic 

actors with different social, cultural, and moral norms (ibid.). 

                                                 
42 Rawls describes the basic structure of society as “the way in which the main political and social 

institutions of a society fit together into one system of social cooperation, and the way they assign basic 

rights and duties and regulate the division of advantages that arise from social cooperation over time.” 

Rawls goes on, “the political constitution within an independent judiciary, the legally recognized forms of 

property, and the structure of the economy (for example, as a system of competitive markets with private 

property in the means of production), as well as the family in some form, all belong to the basic structure” 

(Rawls, 2001; p. 10, as cited in Hsieh, 2015). 
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Wempe (2004, 2005) generally criticizes the direct application of social contract 

theory to business. This criticism not only applies to the above approaches of Palmer 

(2001) and Bishop (2008) but is directed also towards Donaldson and Dunfee’s (1994) 

ISCT. Wempe puts forth two fundamental points of criticism of contractarian business 

ethics.43 These are formulated as two theses, which, respectively, Wempe labels as the 

self-discipline thesis and the domain-specificity thesis (Wempe, 2005). As to the first of 

these theses, Wempe asserts that current applications of social contract theory to business 

overlook how the social contract argument is set up in its previous applications, i.e., in 

political and moral philosophy (ibid.). This concerns both the “internal logic” and the 

“external logic” of social contract theory (ibid.; p. 113 ff.). 

The internal logic of a social contract theory refers to its characteristic method of 

argumentation from which it derives its normative conclusions (Wempe, 2005). It is the 

characteristic “link between the diagnosis made and the solution envisaged” (Wempe, 

2004; p. 334). For example, the internal logic of Locke’s social contract theory (e.g. its 

account of human nature and the description of the natural state) differs considerably from 

that of Hobbes’s, and the internal logic of Rousseau’s social contract theory differs 

considerably from that of Locke’s (ibid.). The internal logic of a social contract theory is 

embedded into an external logic. This is the aim or purpose the theorist has in mind when 

invoking the social contract model (Wempe, 2005). While, Hobbes aimed at order and 

stability, for example, Locke aimed at individual basic freedom and Rousseau at social 

and political equality (ibid.). The self-discipline thesis comprises the two points of 

criticism that current applications of social contract theory to business pay insufficient 

attention to the internal and the external logic of social contract theory (ibid.). 

The domain-specificity thesis involves the criticism that current applications of 

social contract theory to business are insufficiently adapted to this new domain: “A social 

contract theory applied to business ethics will work properly only if the argument is fine 

tuned to the ‘circumstances of business ethics’” (Wempe, 2005; p. 114).44 This is clearly 

not the case for direct applications of social contract theory to business. But Wempe also 

asserts that Donaldson and Dunfee’s (1994) ISCT pays insufficient attention to this 

criterion. 

                                                 
43 Wempe (2004, 2005) uses the term ‘contractarian business ethics’ (CBE) for social contract theory 

applied to business. 
44 The expression ‘circumstances of business ethics’ is a reference to Rawls’s expression ‘circumstances of 

justice’ (cf. Wempe, 2008; p. 704). 
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All is not lost for social contract theory for business, however. Quite the contrary 

– if set up properly, for Wempe, the “social contract model is one of the most promising 

theoretical constructs which is presently available to argue for norms of corporate 

morality” (2005; p. 113). In a follow-up paper, therefore, Wempe (2008) turns his 

criticism of current contractarian business ethics, and of ISCT in particular, into “design 

criteria” for all future work on social contract theory applied to business (ibid.). Wempe 

specifies four points of criticism and thus arrives at four design criteria for a well-formed 

social contract theory for business, the above self-discipline thesis and the domain-

specificity thesis being among them. 

To specify the four design criteria, any social contract theory applied to business 

should be:  

1. self-disciplined, i.e., it should not aim at results that reach beyond the scope of 

what social contract theories can realistically explain or justify; 

2. argumentative, i.e., it should provide justified reasons that are demonstrative 

outcomes of the social contract theory; 

3. task-directed, i.e., it should articulate clearly what the hypothetical contract 

intends to model; and  

4. domain-specific, i.e., the initial situation of the social contract theory should be 

tailored to the moral questions of business ethics (Wempe, 2008). 

Beginning with the first design criterion, self-discipline, Wempe notes that classic social 

contract theories (Hobbes, Locke, Rousseau) aimed at specifying the conditions of 

legitimate political authority, not the legitimacy of any concrete law (ibid.). Similarly, 

modern social contract theories (Rawls) aimed at specifying general principles of social 

justice, not the content or the wording of the law (ibid.). By comparative analysis, social 

contract theory for business should be restricted to specifying general principles rather 

than giving guidance to concrete practical problems (ibid.). Donaldson and Dunfee’s 

(1994) ISCT is often criticized for not specifying more concrete hypernorms in order for 

it to gain more concrete practical significance (Wempe, 2008). However, Wempe argues 

for a more self-disciplined social contract theory for business that does not aim to resolve 

concrete practical problems and reach beyond the scope of what social contract theories 

can realistically accomplish (ibid.). 

Second is the idea of argumentativity. Similar to classic and modern social 

contract theory, social contract theory for business must work as a “moral proof 

procedure” (Scanlon, as cited in Wempe, 2008; p. 708). It must compellingly give reasons 
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for why the terms of the contract ought, morally, be deferred to (ibid.). It must provide 

justified reasons that are demonstrative outcomes of the social contract theory (ibid.). 

With regards to, third, task-directedness, classic and modern social contract theory 

articulates a task, which the theory is intended to fulfill (ibid.). In classic social contract 

theory, for example, this was to drive home the conclusion that rational persons benefit 

from establishing the proposed form of political authority (ibid.). In order for social 

contract theory to be properly applied to business, it needs to make clear what task it 

wishes to accomplish (ibid.). What social contract theory for business may wish to 

contribute are guiding principles that help to conceptualize the concrete problems of 

business ethics (ibid.). Lastly, domain-specificity demands that social contract theory for 

business is properly adapted to the domain of business (ibid.). A well-formed social 

contract theory for business, therefore, needs to specify the relevant differences between 

the domain features of business ethics on the one hand and those of political authority and 

social justice on the other, where the social contract is successfully applied (ibid.).  

Wempe (2008) concludes that, in the face of its criticism, social contract theory 

for business need not be abandoned. Instead, it needs an “upgrade” to become a full-

blown theory of business ethics (ibid., 2008; p. 703). Neiman’s (2013) application of 

social contract theory is an attempt to perform such upgrade. Neiman claims to do due 

diligence to Wempe’s four design criteria in proposing his Social Contract for 

International Business Ethics (SCIBE). 

 

5.3 The need for a ‘business covenant’ 

 

Whether or not the current attempts to construct a ‘business covenant’ – a social contract 

for business – fall short of their requirements, the social contract model seems promising. 

Not only that, a social contract for business seems even necessary. The notion that 

businesses are increasingly powerful social institutions and therefore are in need of 

justification is the original idea and motive force behind social contract theory for 

business. Businesses are in need of justification as to their legitimate existence on the one 

hand, and they need principles that justify the legitimacy of their activities on the other. 

The growing need for a social contract for business is therefore widely mentioned. 

For example, Donaldson (1982; p. 42) speaks of the “social giants” that 

multinational businesses have become, affecting the lives of millions of people. Palmer 
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(2001) notes that mobile multinational corporations may become ungovernable entities if 

they are firmly bound only by national-level contracts from which they can opt to 

withdraw in any nation at any time. Neiman (2013; p. 79) finds that “not only does … the 

domain of international business lack institutions that effectively govern and regulate 

multinational firms but also it includes institutions that challenge the ability of nations to 

use the law to do so within their own borders.” The increasing size and power of 

multinational businesses causes imbalanced power relationships between businesses and 

nations as well local communities (ibid.). Hence, multinational businesses are both 

economic and political agents, which require justification (ibid.). Byerly (2013) argues 

that, because the power of nation states is in decline and the power of multinational 

businesses is rising, a new global business ethic is needed, one that tells us what is right 

and wrong and that cuts through social, economic, and political borders. We need a global 

business ethic for a global marketplace that responds to fundamental concerns about the 

recognition of human rights, the obligations of businesses to communities, and the impact 

of business activities on the natural environment (ibid.). 

The view behind this diagnosis of the state of global affairs is that the playing 

field of multinational businesses has turned into an increasingly lawless ‘natural state’ 

where rational, self-interested businesses are free to exert their powers at will. However, 

Palmer’s (2001) idea (see Section 5.1.1.1) to evoke the Hobbesian social contract and 

argue that it is in the self-interest of businesses to consent to rational restrictions on 

multinational corporations is akin to the idea that the markets are a self-regulatory 

environment, which is little in need of legislation and where the self-interest of businesses 

brings about socially desired outcomes. The latter idea is typically concerned with the 

self-regulating economic efficiency of the markets, but it omits the negative social and 

environmental impacts (e.g. increasing wealth disparity, water and air pollution, etc.) 

businesses activities can have and which are often not economically accounted for. It 

further omits the issue of imbalanced power-relationships between multinational 

corporations and local communities. Rather than to protect societies and local 

communities against the growing power of multinational corporations, Palmer’s social 

contract argument protects corporations against other corporations. It is therefore, 

perhaps, a misunderstanding. What is needed is a social contract for business that 

establishes the roles and responsibilities of businesses not among themselves but within 

society and towards communities. 
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Byerly (2013) contends that social contract theory is a good starting point for 

thinking about the role of business in the new world order. The basic premise of the social 

contract is to understand the roles, relationships, and responsibilities that the individual 

has towards the collective whole (ibid.). The understanding of Corporate Social 

Responsibility (CSR) has evolved away from the narrow individualistic paradigm of 

Friedmanian business responsibility (ibid.). This evolving understanding of corporate 

responsibility is best supported by the theoretical perspective of social contract theory 

(ibid.). For where law and governance are absent to keep society from harm, the social 

contract looms large (ibid.). 

 

5.4 The ‘business covenant’ and the social license 
 

It is now time to return to the opening question of this chapter. As stated, many authors 

see the social license as rooted in social contract theory. This poses the question whether 

the social contract is a sensible basis for thinking of the social license – whether social 

contract theory can sensibly be applied to business to give birth to a ‘business covenant’ 

that serves as a model of justification of business norms, which the social license is 

thought to reflect. The question, thus, falls into two parts: can there be a social contract 

for business?, and if so, what is the outcome of such ‘business covenant?’ 

In light of the preceding sections, the answer to the first question is yes, albeit 

with reservation. If set up properly, there can be a social contract for business. This 

contract must, at the minimum, fulfill the above four design criteria as laid out by Wempe 

(2008). It must, in other words, fit the general schematic form of the social contract model. 

Among the current applications of social contract theory to business, only Neiman’s 

(2013) theory seems well-posed to fit the model. It is important to note, however, that the 

political contract precedes the social contract for business. The political contract is much 

more foundational than its application as ‘business covenant.’ The social contract among 

people to establish civil society is a precondition for the ‘business covenant,’ as such 

covenant presupposes basic conceptions of justice, a system of property rights, 

mechanisms for trade, etc. (Hsieh, 2015). 

As to the second question, if the social license finds its roots in social contract 

theory, these roots must be found in the social contract applied to business. Further, if the 

social license reflects general norms of good business practice, the norms and principles 
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which result from the social contract applied to business must be consistent with the 

norms the social license reflects. Hence, the outcome of the ‘business covenant’ must be 

norms and principles (and norms derived thereof), which can empirically be observed in 

practice. For the social license originally is an empirical concept, it reflects the actual 

state of business practice. But the outcome of the ‘business covenant’ is normative, it tells 

us how business practice should be. This constitutes a potential situation of conflict 

between the social license and the ‘business covenant.’ It may well be that the social 

license reflects empirical norms that cannot be derived from a normative social contract 

for business.45 

To resolve such situation of conflict was the aim of Donaldson and Dunfee’s 

(1994) Integrated Social Contracts Theory (ISCT). There, the microsocial contract does 

the work of the social license to reflect the norms of good business practice and the 

principles of the macrosocial contract (see Section 5.1.4) mediate between the empirical 

microsocial contract norms and the normative hypernorms. The microsocial contract, or 

Dunfee’s (1991) concept of extant social contracts (ESCs), closely resembles the social 

license indeed. Both are empirical and both uncover unwritten social norms. Neither the 

microsocial contract nor the social license aims at defining the full scope of ethical 

obligations for business, as the hypothetical social contract does. But microsocial 

contracts and the social license are not the same. For some authors of the social license, 

the social license is the outcome of a microsocial contract that companies and 

communities negotiate. Boutilier and Thomson write that local stakeholders negotiate a 

“microsocial contract” with a company (2011; p. 3). Further, to obtain a social license 

“involves achieving a small-scale social contract at the project level” (Boutilier et al., 

2012; p. 229). 

So the question is how the empirical norms that the social license reflects can 

justifiably become general norms of good business practice. The answer is that they must 

receive legitimacy through a hypothetical social contract for business. To conclude, 

therefore, for the social license to be rooted in social contract theory, the norms it reflects 

must be consistent with the norms and principles that are the outcome of a social contract 

for business. Or the social license must be the direct outcome of an empirical microsocial 

contract, which however, should be tied to a normative macrosocial contract. But then 

                                                 
45 For example, in a patriarchal society, the social license may reflect the norm that managerial positions in 

a company are given only to men. Such norm could not be derived from a ‘business covenant’ modeled on 

Rawls’s theory of justice. 
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again, authors of the social license view it as an outcome of Corporate Social 

responsibility (CSR) (Blowfield and Murray, 2014). The social license is both rooted in 

social contract theory and an outcome of Corporate Social Responsibility if the 

responsibilities of business are determined by the norms and principles of a social contract 

for business – that is, if the normative theory of business ethics is social contract theory. 

This might not be the case. Stakeholder theory, rather than social contract theory, is 

typically viewed as the most promising path to achieving a social license. Yet in practice, 

stakeholder management and acting upon the norms of a social contract for business may 

amount to much the same thing. 

The emerging notion of the relation of the social license and a social contract for 

business is the following. The ‘business covenant’ provides the normative groundwork 

for business ethics and corporate responsibility. The ‘business covenant’ is the normative 

basis for standards of good business practice. The social license, on the other hand, is the 

empirical testing tool for these normative standards. It empirically reflects the norms of 

good business practice. If the norms are abided by, a social license may be granted, 

whereas otherwise it may not. So, while the ‘business covenant’ is the normative 

justification of the legitimacy of standards of good business practice, the social license is 

the empirical validation of such standards. Both the social license and the ‘business 

covenant’ function as a kind of ‘proof procedure’ or ‘testing tool’ for the legitimacy of 

standards of good business practice. But as discussed above, the norms and principles that 

are the outcome of a ‘business covenant’ may conflict with the empirical norms that the 

social license reflects. To give ‘full proof’ of the legitimacy of standards of good business 

practice, therefore, the empirical norms of the social license must also be consistent with 

the normative outcome of a ‘business covenant.’ 

A point worth noting is the distinction between a social contract that justifies the 

legitimate existence of businesses, and another contract that justifies norms and principles 

of legitimate business activities. The same distinction exists for the social license. A social 

license describes either the perceived legitimacy of a business itself or that of its activities. 

For the social contract for business, the distinction is important with regards to who are 

the appropriate parties to the agreement – whether it is a social contract between society 

and business or one between citizens and about business. For Bishop (2008), whose 

application of social contract theory seeks to justify the existence of corporations, it is an 

agreement between citizens to which corporations are not party. But those applications of 

social contract theory to business that seek to justify ethical norms and principles of 
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business activities usually are agreements between society and business.46 They are 

agreements between society and business because they take the legitimate existence of 

businesses for granted and only wish to specify the roles and responsibilities of business 

within society and towards communities. They wish to mediate between the legitimate 

interests of business and the legitimate demands of society. The ‘licensing parties,’ who 

grant the social license, remain unaffected by the above distinction. A social license is 

given by communities or society at large as collective actors. Only as collective actors 

they can grant and revoke a social license. Further, the social license describes a situation 

between both companies and communities as collective actors. Companies can influence 

the licensing process but ultimately they have no licensing power. So the social license is 

an agreement between citizens and about business. In this sense, it resembles Bishop’s 

social contract for business. 

A further note is in place about two antagonisms that are contained in the 

discussion of the ‘business covenant’ and the social license. One is the antagonism 

between the actual and the hypothetical, the other is the antagonism between the local and 

the global. Both the social contract for business and the social license move along a 

spectrum between these respective antagonisms. The ‘business covenant’ is either a 

purely hypothetical agreement, an actual agreement, or a mixture of both. Neiman’s 

(2013) application of social contract theory, for example, is purely hypothetical. As an 

application of modern social contract theory to business, it is even doubly hypothetical in 

the previously discussed sense (see Section 3.3). Donaldson’s (1982) application of social 

contract theory to business is hypothetical, too. But as an application of classic social 

contract theory, it relies on actual consent, moving the theory a little way along the 

spectrum and towards the ‘actual pole.’ Dunfee’s (1991) extant social contracts (ESCs) 

are situated at the opposite end of the spectrum, they are purely actual. So, in between the 

two ends of the spectrum lies Donaldson and Dunfee’s (1994) Integrated Social Contracts 

                                                 
46 This is more of a ‘should-be’ statement and is not entirely true for the applications of social contract 

theory discussed earlier. In fact, in Palmer’s (2001) social contract theory, the agreement is one between 

corporations to which society is not party – a setting that seems odd indeed and that dissociates it from the 

concept of the social license. In Donaldson’s (1982) social contract theory, the parties to the agreement are 

productive organizations and individual members of society. Donaldson takes productive organizations as 

collective actors, as ‘corporate citizens,’ so to say. But society or communities are not taken as collective 

actors. Neiman (2013) reduces the collective choice problem to the deliberations of two individuals who, 

respectively, represent companies and communities. Finally, Dunfee (1991) describes extant social 

contracts that exist among members of communities or groups. Dunfee seems to reject the approach to think 

of companies and communities as collective actors. Rather, the social contract is between individuals in 

their position as managers or community leaders, etc. 



 

 

 

77 

 

 

Theory (ISCT). It contains a hypothetical macrosocial contract and an actual microsocial 

contract. 

In parallel to the antagonism of the actual versus the hypothetical contract runs 

that of the local versus the global contract. Social contract theory is traditionally 

concerned with sovereign states. The social contract is therefore neither one of a local 

community, nor is it a contract of a global society. Social contract theory for business, 

however, moves along a spectrum between the local and the global. The hypothetical 

‘business covenant’ is global. It arises from the need for a global business ethic and it 

makes a claim to universality. This claim is contained in Neiman’s (2013) social contract 

theory. Neiman seeks to arrive at ethical principles of international business in local 

communities. These principles are tailored to local relationships between companies and 

community. But the principles are not specific to any local community, they are universal, 

and they apply globally. Likewise, the hypernorms of the macrosocial contract in 

Donaldson and Dunfee’s (1994) ISCT are universal. They are the standard to which all 

communities are held. In contrast, the actual microsocial contract norms, and those of 

extant social contracts, are local. They are relative to the community and may not apply 

globally. 

The discussion of the social license moves between the actual and the hypothetical 

and between the local and the global in a similar way. The social license is both an 

empirical and a normative concept. As an empirical concept, it resembles the microsocial 

or extant social contracts. It reflects the actual state of business practice. As a normative 

concept, the social license makes a claim to universality and moves closer to the 

hypothetical ‘business covenant.’ It becomes the normative claim that, for example, only 

those business activities that have the consent of the community are legitimate. At the 

same time, the social license emerges as a description of local company-community 

relationships, as a concept specific to the mining industry or the extractive industries, and 

specific to communities of indigenous peoples. But it evolves into a general concept, 

applicable to all industries, to any community, everywhere. 

At long last, one burning question remains unaddressed in the discussion of the 

‘business covenant’ and how it relates to the social license – which of the social contract 

theories of political and moral philosophy is best posed to set a model for the ‘business 

covenant?’ Is the classic social contract of Hobbes, Locke, and Rousseau or the modern 

Rawlsian social contract the better starting point for constructing a ‘business covenant?’ 

On the one hand, the social contract for business shall be so constructed as to justify the 



 

 

 

78 

 

 

legitimacy of norms that the social license reflects. On the other hand, the ‘business 

covenant’ builds upon a more foundational social contract that establishes civil society. 

The ‘business covenant,’ therefore, cannot be thought independent of this political 

contract. Just as the empirical norms that the social license reflects must be consistent 

with the norms and principles that are the outcome of the social contract for business, the 

initial situation of the ‘business covenant’ must be based on premises that are consistent 

with the premises of its underlying political contract.  

It seems the Rawlsian modern social contract model serves best as a starting point 

to construct a ‘business covenant.’ While the aim of Hobbes’s social contract is to bring 

about security, while Locke calls for liberty, and while Rousseau’s vision is that of 

equality, Rawls’s central theme is fairness. The theme of fairness makes for a strong 

connection to the social license. Perceived fairness in the company-community 

relationship, fair dealing, and fair agreements are essential components of the social 

license. A ‘business covenant’ that is built upon the principle of fairness seems therefore 

a sensible basis for the social license. Another reason that speaks for modern social 

contract theory as a starting point for the social contract for business is the setting up of 

the initial situation. While classic social contract theories much rely on a compelling 

description of human nature, which however, is hard to come by, the Rawlsian choice 

situation only requires rational deliberation. Similarly, a Rawlsian choice situation 

tailored to the domain of business only requires the rational deliberations of economic 

actors, which are more easily described. It is no coincidence perhaps that, of the current 

social contract theories for business, only Neiman’s (2013) theory modeled on Rawls 

seems well-posed to properly set up a ‘business covenant.’ 

To properly set up a social contract for business, two guideposts should be kept 

in sight. First, the social contract for business should be guided by the social license, by 

empirical research into the norms of business ethics, and strive to find argumentative 

justification of the legitimacy of these norms. Second, the social contract for business 

should be guided by the spirit of the political contract from which it proceeds. Ultimately, 

this may mean that the idea to take the social contract model and to adapt and apply it to 

the domain of business is the wrong approach. Rather than social contract theory for 

business being in need of an “upgrade” (Wempe, 2008; p. 703), social contract theory 

itself may need an upgrade. The social contract that establishes civil society and the moral 

norms within it may need a ‘supplementary agreement’ that establishes the role and 

responsibilities of business in society. Rather than a new social contract for business, it 
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may need a more comprehensive social contract that includes business, one that organizes 

not only political and social interaction but economic interaction too. 
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6 Discussion 

 

This thesis commenced with the formulation of two research questions:  

 

1. [RQ1] Which are the conceptual links between the Social License to Operate and 

social contract theory? 

2. [RQ2] What is the relation of the Social License to Operate and a potential 

‘business covenant,’ i.e., an application of social contract theory to business? 

 

The first of these two research questions, RQ1, faces an immediate problem of definition. 

No clear and commonly agreed upon definition of the Social License to Operate exists 

(or is even achievable). Instead, definitions and perceptions vary and evolve. Different 

frameworks of the social license differ in their perspective taken (the perspective of 

business, the perspective of society) and in their conclusions (empirical results, normative 

claims). The same is true for social contract theory. No commonly agreed upon social 

contract exists. Instead, social contract theory is a broad field of political and moral 

philosophy, where theories widely differ in their objectives, presumptions, arguments, 

and outcomes. This thesis is therefore limited in its scope. It is limited in its focus on, 

first, three prevalent frameworks of the Social License to Operate, the pyramid model, 

the three-strand model, and the triangle model, as discussed in Chapter 2. Second, the 

discussion in this thesis is limited in its focus on four main social contract theorists, 

Thomas Hobbes, John Locke, Jean-Jacques Rousseau, and John Rawls (Chapter 3). 

Given these limitations, a comparison of the two concepts – the social license and 

the social contract – remains difficult nonetheless. This thesis has investigated the 

conceptual links between the Social License to Operate and social contract theory along 

recurring themes. It has identified three main themes that run through the descriptions of 

both the social license and the social contract – legitimacy, consent, and trust. The thesis 

has further identified the use of both concepts as metaphors and models. These findings 

are no new revelation. Legitimacy, consent, and trust are widely discussed in the 

respective fields of business ethics and political and moral philosophy. The same goes for 

the idea of metaphor and that of model. The findings are nevertheless important. They 

spell out conceptual links between two ideas that arise in the different and often distant 

fields of business ethics and political and moral philosophy. For the business ethicist, they 
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may open an avenue into the more abstract discussions of the concepts regularly used. 

For the political and moral philosopher, they may give a glimpse of the struggle to 

conceptualize the more practical problems that business ethics faces. 

During the research for this thesis, no comparable study that would investigate in 

detail the links between the Social License to Operate and social contract theory was 

found. This thesis may therefore be a modest, but new contribution to the discussion. A 

main aim of this thesis was to bring greater clarity to the discussion of the social license 

and the social contract within the academic literature of business, as the terms are at times 

blurred or confused with each other. A necessary side product of the discussion 

throughout this thesis is that it does some clearing work as to the various other terms and 

concepts that bustle about in the modern business literature and how they relate to the 

social license and the social contract – corporate responsibility, business ethics, 

stakeholder and stockholder theory, to mention a few. 

Where this thesis does some clearing work as to the terms and concepts of business 

ethics, it condones crucial omissions as to the discussion of social contract theory. To 

begin with, the modern criticism of liberal social contract theory, including that of Carole 

Pateman (1989, feminist arguments) and Charles Mills (1997, race-conscious arguments) 

is omitted. Omitted too is a general discussion of the criticism raised towards classic as 

well as modern social contract theory and its usefulness to explain and justify the 

legitimacy of political authority and moral norms. The thesis takes as a given the social 

contract arguments of the respective theories of Hobbes, Locke, Rousseau, and Rawls, 

without wishing to take a definite stance either for or against them. Yet some sympathy 

for the social contract arguments presented is implicit, since otherwise a good part of this 

thesis is futile effort. 

 The omission of the criticism towards social contract theory might have 

implications for the discussion of the ‘business covenant’ and its relation to the Social 

License to Operate – i.e., for the discussion of the second research question of this thesis, 

RQ2. If social contract theory fails to overcome its general criticism and is rejected, social 

contract theory applied to business is rejected with it. This thesis has developed a notion 

of the relation of the Social License to Operate and a potential application of social 

contract theory to business, where both the social license and a ‘business covenant’ 

function as a kind of ‘proof procedure’ or ‘testing tool’ for the legitimacy of norms and 

principles of good business practice. The social license is the empirical validation and the 

‘business covenant’ is the normative justification of the legitimacy of such norms and 



 

 

 

82 

 

 

principles. A full ‘proof’ of certain norms and principles of good business practice is 

given, if these are both empirical results of the social license and normative outcomes of 

a ‘business covenant.’ In other words, the empirical norms that the social license reflects 

must be consistent with the norms and principles that are the outcome of an application 

of social contract theory to business. 

This notion seems to be a modest, perhaps trivial, contribution to the discussion. 

But again, no study that would spell out the relation of a potential ‘business covenant’ 

and the Social License to Operate was found during the research for this thesis. 

Admittedly, investigating the relation between the social license and a potential ‘business 

covenant’ is a bit of speculative philosophy. As the discussion in Chapter 5 has shown, 

the current attempts to apply social contract theory to the domain of business are still in 

their infancy and need to be elaborated on. If the social contract for business proceeds 

from the assumption that the playing field of multinational businesses is, essentially, a 

lawless ‘natural state,’ this may not be interpreted as an unfortunate development, 

affirming the need for a ‘business covenant.’ Instead, it may be the realization of a self-

regulated global market environment, where businesses protect their interests against the 

state, as envisioned, for instance, by Robert Nozick (1974). 

Further, if, as argued for in Section 5.4, the social contract for business is modeled 

on a modern, Rawlsian version of social contract theory, one particular hurdle seems to 

get in the way of a ‘business covenant:’ Rawls’s (1999) so-called ‘difference principle’ 

included in the second part of his two principles of justice (see Section 3.2.1), according 

to which social and economic inequalities are justified only if they benefit the least 

advantaged. In a capitalist society, this is not how business seems to work. Rather than to 

pursue profits only if they benefit the least advantaged, businesses seek to pursue profits 

first and then minimize the social and economic inequalities that may arise from their 

pursuit of profit.  

Finally, advocates of a social contract for business might have too high 

expectations. If the ‘business covenant’ is modeled on a Rawlsian (1999) versions of 

social contract theory, it is modeled on a theory of justice – a theory concerned, not with 

the reasons of moral obligation, but with the basic principles of justice. Hence, a Rawlsian 

‘business covenant’ is ill-suited as the problem-solving device that business ethicists may 

wish for. Though the social contract model seems promising, ultimately, the attempt to 

apply social contract theory from the domain of political and moral philosophy to the new 

domain of business could turn out unsuccessful.  
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7 Conclusion 

 

This thesis has discussed two concepts that occur in two different and often distant fields 

of academic research. On the one hand, there is the recent concept of the Social License 

to Operate, emerging in the field of modern business ethics. On the other hand, there is 

the concept of the social contract, having a long tradition in political and moral 

philosophy. This thesis has done research in between the two fields in the hope of finding 

common ground.  

 This thesis has, first, investigated the links between the Social License to Operate 

and social contract theory and it has identified three recurring themes that bind together 

the two concepts – legitimacy, consent, and trust. Further, the thesis has identified both 

the social license and the social contract as metaphors and models. Second, this thesis has 

studied the relation of the Social License to Operate and a potential ‘business covenant,’ 

i.e., an application of social contract theory to business. It has developed a notion of the 

relation of the Social License to Operate and an application of social contract theory to 

business, where both the social license and a ‘business covenant’ are methods to validate 

the legitimacy of norms and principles of good business practice. The Social License to 

Operate is the empirical validation and the ‘business covenant’ is the normative validation 

of such norms and principles. The two methods are consistent with each other if the 

empirical norms and principles that the social license reflects are consistent with the 

normative outcome of a ‘business covenant.’ 
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