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7

THE AUTHORS



Thatcher, where he is still a member of the board. He is also Chair-

man of the Archbishop of Canterbury’s Lambeth Trust and Chris-

tian Responsibility in Public Affairs.

Father Robert A. Sirico

Revd Robert A. Sirico received his Master of Divinity degree from

the Catholic University of America following undergraduate study

at the University of Southern California and the University of Lon-

don. In 1990, he co-founded the Acton Institute with Kris Alan

Mauren. As President of the Acton Institute, Fr Sirico lectures at

colleges, universities, and business organisations throughout the

US and abroad. His writings on religious, political, economic and

social matters have been published in a variety of journals.

In April 1999, Fr Sirico was awarded an honorary doctorate in

Christian Ethics from the Franciscan University of Steubenville.

He is a member of the Mont Pèlerin Society, the American Acad-

emy of Religion, the Philadelphia Society and the Board of Advi-

sors of the Civic Institute in Prague. He also served on the

Michigan Civil Rights Commission from 1994 to 1998.

Fr Sirico’s pastoral ministry has included a chaplaincy to Aids

patients at the National Institute of Health and the recent found-

ing of a new community, St Philip Neri House in Kalamazoo,

Michigan.

Professor Norman Barry

Norman Barry is Professor of Social and Political Theory at the

University of Buckingham. His research interests include analyti-

cal political philosophy, welfare theory and business ethics. His

c a p i t a l i s m ,  m o r a l i t y  a n d  m a r k e t s

8



books include Hayek’s Social and Economic Philosophy; On Classical

Liberalism and Libertarianism; The New Right; Welfare and Business

Ethics. He has been Visiting Scholar at the Social Philosophy and

Policy Center, Bowling Green State University, Ohio and Liberty

Fund, Indianapolis. He is a member of the Academic Advisory

Councils of the Institute of Economic Affairs and the David Hume

Institute (Edinburgh).

Rt Hon. Frank Field MP

Frank Field was Director of the Child Poverty Action Group from

1969 to 1979 and Director of the Low Pay Unit from 1974 to 1980.

He was elected Member of Parliament for Birkenhead in 1979.

He is a former front bench spokesman on education and social

security and former Chairman of the Social Security Select Com-

mittee. He was Minister for Welfare Reform, Department of Social

Security from 1997 to 1998. He has an honorary doctorate of law

from the University of Warwick and an honorary doctorate of sci-

ence from Southampton University.

t h e  a u t h o r s

9





‘Morality and markets’ has been a recurring theme of Institute

publications over the years. In recent times, the Hayek Memorial

Lectures in 1993 and 1998, by Professors Michael Novak and

Jonathan Sacks respectively, were both on that subject. 1 There are

many issues which can be addressed as part of this general theme

– for example, whether moral and ethical values are independent

or whether they evolve through market processes, and whether or

not companies should have moral standards.

To allow continued discussion of these many issues, the Insti-

tute began in June and July 2000 a series of lectures which will take

place annually, entitled ‘The Templeton Forum on Markets and

Morality’. The idea for the series, and the original endowment

which made it possible, came from Michael Novak who won the

Templeton Prize for Progress in Religion in 1994 and credited the

Institute of Economic Affairs with part of the responsibility for

this recognition of his work. His endowment was generously

matched by the John Templeton Foundation.

In the first series, we were fortunate to hear four outstanding

papers, each covering quite different ground. Lord Griffiths of

Fforestfach gave the first lecture, under the chairmanship of Sir
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Stanley Kalms. The second was by Father Robert Sirico, chaired by

Revd David Prior. Professor Norman Barry’s third lecture was

chaired by Revd Dr Hugh Rayment-Pickard. The final lecture, by

Rt Hon. Frank Field MP, was chaired by Clive Wright. Revised ver-

sions of the four lectures are reprinted in this volume.

Lord Griffiths considers the business corporation as a moral

community. He points out that research into the performance of

corporations has shown that the existence of shared values is an

important element in their success. He goes on to discuss whether

or not corporations can function without moral standards, con-

cluding that ‘an independent moral standard is not only some-

thing which is good in itself but is also in the interests of

shareholders and employees’. In his view, the corporation has be-

come ‘an important standard bearer of values in society’.

The subject chosen by Father Robert Sirico of the Acton Insti-

tute was ‘The Culture of Virtue, the Culture of the Market’. His

point of departure is the commonly expressed view that markets

turn a person into ‘Homo economicus’, valued only for his or her

productive potential. Father Sirico agrees that the ‘profit and loss

system is not the sum total of human community’, but he argues

that the accomplishments of business directly help advance social

prosperity, health and human welfare. So the market is a neces-

sary ally for a ‘social order which respects human dignity’.

Professor Norman Barry analyses the claim that capitalism is

‘ethically deficient’ and finds it wanting. He argues that the market

system is ‘morally self-sufficient and . . . develops its own codes of

conduct’. Business morality ‘develops spontaneously through the

development of those constraints on immediate gratification

which the market system undoubtedly requires’. He criticises

‘stakeholder’ theories of business ethics and contends that ethical
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conduct by business simply requires companies to follow rules

and conventions which make for long-run success.

The final paper, by Rt Hon. Frank Field MP, addresses a spe-

cific subject on which he is an acknowledged expert – markets and

the provision of a minimum income in retirement. Mr Field says

that, though he is ‘a fully paid-up member of the market brigade’,

there are some areas in which markets cannot achieve socially de-

sirable goals. Provision of a ‘decent minimum income in retire-

ment’ is one of those. Some compulsion is required, as in his own

‘New Stakeholder Proposal’, prepared when he was a government

minister, which is ‘the only workable scheme to break the link be-

tween retirement and poverty’.

As always in Institute publications, this varied collection of pa-

pers – designed to stimulate thought about the relationship be-

tween moral values and markets – represents the views of the

authors, not those of the Institute (which has no corporate view),

its managing trustees, Academic Advisory Council members or se-

nior staff. Other aspects of the morality and markets debate will be

explored in the Templeton Forum in 2001.

c o l i n  r o b i n s o n

Editorial Director, Institute of Economic Affairs

Professor of Economics, University of Surrey

January 2001

f o r e wo r d
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The significance of ‘values’ in explaining the performance of

business corporations is a relatively recent emphasis in manage-

ment thinking. The subject came to prominence in the US in the

1970s, after a decade in which US business had seen its fortunes

wane because of the inroads made by Japanese automobile and

electronics companies into the American market. This prompted a

good deal of soul searching by the American business community,

which in turn led to extensive research analysing the comparative

performance of US corporations.

The conclusion of this work was that one significant factor in

explaining the superior performance of certain corporations was

the shared values of the corporation itself: namely that set of be-

liefs and values which were championed throughout the organisa-

tion and which formed the basis of its corporate culture.

Subsequent research conducted at the Harvard Business School

confirmed the significance of shared values in influencing corpo-

rate performance, which was one factor which led to a major shift

in management thinking in the 1980s with less emphasis placed on

management science, corporate planning and economies of scale

and much greater focus on the customer, the contribution of the
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individual employee and the importance of corporate culture.

Since then the subject of values has remained a key item on the

agenda of US corporations and increasingly of business corpora-

tions in other countries as well.

As part of this ongoing debate about the significance of values

in business, I wish to examine five questions. What is a moral stan-

dard in business? Can a corporation function without a moral

standard? From where can the business corporation derive a

moral standard? How does the corporation function and imple-

ment a moral standard in a pluralistic society? And how signifi-

cant is the corporation because it is a bearer of a moral standard?

These are questions which I believe are and certainly should be of

concern to the management of all public companies.

What is a moral standard in business?

It is a set of values, norms or ethical principles which are accepted

as a benchmark, reference point or criterion for all who work

within the company and which as a consequence will guide and in-

fluence behaviour. By this is meant not just that certain kinds of

behaviour are deemed acceptable or unacceptable, but something

stronger: namely that these kinds of behaviour are also cate-

gorised as good or bad, right or wrong. This moral standard will

be the genesis of the ethical demands made upon each employee

and the raw material from which the corporation creates its dis-

tinctive ethos and culture. Such a standard is set out in the busi-

ness principles or mission statements of the corporation and

reinforced by statements from the chairman, the chief executive

officer and others in positions of leadership. It is the binding prin-

ciple which enables the corporation to act as a corpus, unified in

c a p i t a l i s m ,  m o r a l i t y  a n d  m a r k e t s

18



attitude and practice. It is because of the emphasis corporations

now place on establishing values and maintaining ethical stan-

dards that modern corporations can and should be conceived of as

moral communities.

The question of what should be included in a company’s moral

standard and the way in which it is expressed will vary from com-

pany to company. But in examining the statements of a variety of

companies there are recurring themes: the need for integrity,

transparency, honesty and telling the truth; a respect for the indi-

vidual person because of his or her innate dignity as a fellow

human being; a sense of fairness in the way people are treated; the

ideal of service, especially in relation to customers but also in the

style of leadership shown by executives; the value of teamwork; the

responsibility of the corporation to respect the environment; and

a commitment to support those communities in which the corpo-

ration has facilities. In fact, these themes appear so frequently in

different sectors, different countries, different continents and dif-

ferent cultures, that they become less a collection of disparate val-

ues chosen by individual companies and more and more a set of

universals.

Every creed, sooner or later, will ask its adherents to ‘pick up

the tab’ and a moral standard in business is no exception. A moral

standard makes strenuous demands, taking the corporation be-

yond the boundary of the legal requirement. It may require a cor-

poration to refuse a piece of business, to invest heavily in

developing its people, or to sort out problems without resort to

lawyers, all of which will adversely affect short-term profitability

but which at the same time demonstrate its commitment to the

standard. For when a chairman or chief executive stands up to de-

clare that his corporation operates a moral standard, he is saying

t h e  b u s i n e s s  c o r p o r a t i o n  a s  a  m o r a l  c o m m u n i t y
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that it not only makes a difference to the way his corporation does

business but that it actually determines that way.

Can a corporation function without a moral standard?

In principle, the answer to this question must be yes: a corporation

could operate with a moral standard, an amoral standard or an im-

moral standard. A corporation which carried on its activities ac-

cording to an immoral standard, however, would quickly find

itself in conflict with the law and with government. One example

of such a business might be organised crime, another a corpora-

tion which set out to evade (not avoid) the tax authorities, another

a corporation which knowingly traded in services or products clas-

sified as prohibited, such as certain kinds of drugs dealings, the

sale of human embryos and the sale and purchase of children.

These corporations would not only trade in products which would

be described as immoral: they would also engage in activities

which would inevitably result in extortion, violence and fraud. Ex-

ecutives discovered running such corporations would face finan-

cial penalties, criminal prosecution and possible imprisonment.

A company which operated with an immoral standard could

function in the short term but it is difficult to see how it could pos-

sibly be viable in the longer term.

A more intriguing question is whether a corporation can func-

tion on an amoral standard. The single objective of such a corpo-

ration would be the maximisation of profit. The corporation

would operate within the law, but would be unconcerned with

moral principles. It would question whether a policy or action was

legal or illegal but not whether it was right or wrong. Morality

would be outside the scope of business. Its standard of honesty
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would be rooted in expediency, personal integrity would be unim-

portant and individuals valued only in proportion to their contri-

bution to the bottom line.

A company with an amoral standard would be a cold, bleak

and insecure environment in which to work. Loyalty would not

exist. A person’s commitment to honour a promise would forever

remain in doubt. There would be no trust. The drawing up of con-

tracts would be lengthy, tiresome and complex. Negotiating exec-

utive compensation plans would become a headache. Setting up a

joint venture would be a nightmare because one could never be

sure if the other side was telling the truth. The internal audit func-

tion would need strengthening. Due diligence would become a

long and tedious affair and a significant obstacle to acquisitions.

There would be a constant stream of disputes, conflict and litiga-

tion. The commitment made by members of the executive team to

the future of the company would be uncertain. One would never

know whether a colleague had declared his or her true interests in

matters affecting the business. Because of its reputation recruit-

ment of staff would be difficult. One major consequence of an

amoral culture is that the cost of doing business, what economists

term ‘transactions cost’, would be that much greater, so that the

firm would soon find itself at a competitive disadvantage.

Perhaps the person who most successfully portrayed the

characteristics of an amoral economy was Bernard Mandeville in

TheFableoftheBees:orPrivateVices,PublickBenefits, whichwasfirst

publishedin1714andbasedon a poempublishednineyearsearlier,

‘TheGrumblingHiveorKnavesturnedHonest’.2 Indescribingthe
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flourishing beehive as a metaphor for a successful commercial

trading nation such asthe England of his day, Mandeville singled

out dishonesty, selfishness and devotion to vice as the emotions

which lay at the root of prosperity. Merchants, soldiers, lawyers,

doctors, judges, statesmen – all were implicated,

Millions endeavouring to supply 

each other’s lust and vanity

Distinguishing commerce from virtue (‘Religion is one thing

and Trade is another’) he argued that a permissive attitude to the

vices and selfishness of the bees would lead to an extension of the

division of labour, a widening of the market and a consequent

growth in trade which would be to everyone’s benefit. His obser-

vation of the hive therefore was:

Thus every part was full of vice

Yet the whole mass an earthly paradise

Problems only arose when through a public display of blatant

hypocrisy the Knaves prayed to the gods for honesty, a prayer

which Jove allowed to be answered, with disastrous results. Pride

and luxury gradually decreased, there was less trade, arts and

crafts were neglected and through the decline of their vices the

bees discovered that they lost all their greatness. The concluding

moral is that:

Fools only strive

To make a Great and Honest Hive,

T’enjoy the World’s Conveniencies

Be fam’d in War, yet live in Ease,

Without great Vices is a vain

Eutopia seated in the Brain
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The vain utopia he had in mind was the practice of a Christian

ethic of self-restraint and charity, which alas by removing the vices

would simply lead to the impoverishment of the nation. Not sur-

prisingly the publication of the fable created a great stir and was

presented before the Grand Jury of Middlesex as a public nui-

sance. Even Adam Smith, who might be considered the founder of

modern capitalism, was in his Theory of Moral Sentiments3 decid-

edly critical of Mandeville because of his sophistry in identifying

virtue with complete self-denial and his moral nihilism in refusing

to lay out any criterion which would distinguish moral good from

evil.

Perhaps the most characteristic feature of the amoral ap-

proach today is the cry that business should be concerned with the

maximisation of profit and nothing else. Management is elected

by shareholders, so the argument goes, to look after their interests

and should steer clear of acting as trustees for any other. The busi-

ness of business is business in which a moral standard has no rele-

vance. However not even Milton Friedman in his well-known essay

‘The Social Responsibility of Business is to Increase its Profits’4

suggests that the sole objective of business should be to maximise

profits: what he says is that business executives should ‘conduct

business in accordance with their desires, which generally will be

to make as much money as possible while conforming to the basic

rules of society’, but then, and this is very important, he qualifies

the ‘basic rules of society’ to include ‘both those embodied in law

and those embodied in ethical custom’, so making it clear that the
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pursuit of profit need not be inconsistent with respect for cultural

norms or a moral standard.

The third alternative is a corporation which operates with a

moral standard. The leadership of the corporation would set out

its distinct values which would typically include honesty, reliabil-

ity and service: a regard for the importance of the individual and

his or her personal development; the ability to be part of a team

and put the interests of the team before one’s own; and responsi-

bility to others, both within and outside the organisation. The rea-

sons the leadership of a corporation may decide to have an explicit

moral standard may be many and complex, but if executives and

employees are convinced of their intrinsic worth, one of the conse-

quences of this approach will be to create a high degree of trust

within the organisation.

Within a company in which people trust each other a strong

team spirit will develop. Internal rules and regulations will need to

be spelt out in less detail. The compliance, internal audit and su-

pervisory functions will not need to be so extensive. The state-

ments of leaders will be accepted at face value. Such companies

will be named as preferred employers, so making the recruitment

of good quality staff much easier. Between such companies there

will be less need for lengthy and complex contracts. All of these are

benefits which result from trust; and trust is an example of what

an economist would term ‘externalities’. They are goods which

have tangible economic value and which increase the productivity

of a company’s operation, but they are not commodities which can

be bought and sold on the open market.

A corporation with an effective moral standard therefore will

not only have lower transactions costs but will develop over time a

strong culture based on trust, so that the adoption of a moral stan-
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dard will become a source of competitive advantage.

The answer to the first question therefore, ‘Can a corporation

function without a moral standard?’, is in principle yes, but in

practice extremely unlikely, especially if it wishes to survive as a

significant and long-term player in the industry.

From where can the business corporation derive its
moral standard?

Three options are worth exploring: the self-interest of the corpora-

tion itself, a global ethic based on a rational humanistic founda-

tion, or a revealed religion such as Judaism, Islam or Christianity.

The idea that the corporation can supply its own ethic is an in-

triguing one. Francis Fukuyama in his recent book The Great Dis-

ruption states that ‘the assertion that a virtue like honesty

necessary for commerce must depend on religion for its survival is,

in the end, absurd. The self-interest of businessmen is sufficient to

ensure that honesty (or at least the appearance of honesty) will

continue to exist.’5 He goes on to argue that ‘the corporation that

requires a high degree of honesty and civility in its customer ser-

vice, or the firm that immediately takes a defective product off the

store shelves, or the CEO who takes a pay cut to show solidarity

with his workers during a recession are not acting altruistically:

each has a long term interest in a reputation for honesty, reliabil-

ity, quality and fairness or for simply being a great benefactor.

These virtues become economic assets and as such are sought after

by individuals and firms interested only in the bottom line.’6 This
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argument recognises that honesty, like trust and cooperation, is a

social virtue which builds up the social capital of an organisation.

Fukuyama goes on to argue that social capital should not be

thought of as a public good, the supply of which will be underpro-

vided through the workings of a free market. Rather it is a good

which private markets will provide in just the right measure as it is

in the interests of corporate executives to supply it. Individual cor-

porations typically build up their social capital by investing in ed-

ucation and training and management development programmes.

The intellectual foundation for this approach has been set

down rigorously by Friedrich Hayek7 and used especially by econ-

omists such as Milton Friedman and Gary Becker. Hayek argues

that the market economy is but one, and a rather specific example,

of what he terms a spontaneous order: namely a system which has

developed not through the central direction or patronage of one or

a few individuals but through the unintended consequences of the

decisions of myriad individuals each pursuing their own interests

through voluntary exchange, cooperation, and trial and error.

This process of spontaneous evolution is not restricted to explain-

ing the growth of the economic order but can also account for the

development of language, money, culture, law, social conventions

and even morals and ethics. Although the spontaneous order de-

velops through individuals pursuing their own interest, the indi-

viduals still behave by following commonly held rules rather than

by acting in a random fashion, and these rules are themselves the

product of evolution.
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As a result ethics for Hayek are an important aspect of the so-

cialorder: infactthe socialordercouldnotexist without‘rules . . .

which lead individuals to behave in a manner which makes social

life possible’.8 Butthese rulesare theresult of a process ofcultural

evolution which emphasises the‘winnowing or sorting’of institu-

tionsandgrouppractices.‘Theculturalheritageintowhichmanis

born consists of a complex of practices or rules of conduct which

have prevailed because they made a group of men successful but

which were not adopted because it was known they would bring

aboutthe desiredeffects.’9 AtthesametimeHayekisdismissiveof

any attempt to anchor ethics in religion, in a belief in God, or to

suggest that ethics are immutable. The key to understanding

Hayek’sethicsisthattheyaretheresultof a longprocessofcultural

evolution, which can be explained wholly within the self-existing

natural order, in which individuals pursue their perceived self-

interest. The moral order which emerges in Hayek’s philosophy

therefore is, in its entirety, a product of human endeavour and in

order to avoid any possible misunderstanding he is explicit in his

rejection ofthe needforsomething outsideof the naturalorder in

which to ground ethics. It is an ethical system as a result which is

totallyrelative,withoutanyfirmabsolutesorconceptsofrightand

wrong. The irony of Hayek’s approach is that although he rejects

anyreligiousfoundationfortheexistingmoral order,heneverthe-

less recognises the important part as a matter of history that reli-

gion has played in fashioning the rules to which he attaches such

weight. In fact in his characteristically generous manner he goes

out of his way to acknowledge his debt as an agnostic to believers.
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The question which self-interest as the basis for a moral stan-

dard raises is how dependable and robust such a standard will be.

Fukuyama argues that self-interest can be relied on to ensure that

honesty, or at least, to quote him, ‘the appearance of honesty’, will

continue to exist. But it is precisely in glossing over this distinction

that he exposes the weakness of his argument. Many years earlier

C. S. Lewis posed the question in the following way: ‘Is there a dif-

ference between a man who thinks honesty is the best policy and

an honest man?’ He was convinced, as many have subsequently

been, that the answer is yes.

The reason is that while the pursuit of self-interest may well re-

sult in a company wishing to secure a reputation for honesty, the

pursuit of self-interest by itself will not result in a commitment to

integrity or truth being enshrined as an absolute at the heart of the

company which everyone in the company has a responsibility to

acknowledge and by which they should be prepared to be judged.

The reason is self-evident: there will be situations in which honesty

is not in the best interests of the firm; and if the probability is very

high that no one will be found out, dishonesty will pay so that the

reputation of the company need not suffer.

The consequence of pursuing the appearance of honesty rather

than honesty itself will be a lack of integrity at the heart of the cor-

poration and the acceptance by management of double standards.

The leadership and senior management of the corporation will be

recognised for what they are, hypocrites. As dishonesty is con-

doned more and more, and double standards become the ac-

cepted practice, it is only a matter of time before some scandal

becomes public. Without corporate leadership convinced of the

existence of absolute standards which have a validity independent

of their own self-interest and to which they must submit, it is diffi-
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cult to see how a company could continue to include honesty

among its core values. The crooked timber of humanity in which

self-interest resides is too insecure a foundation on which to build

lasting moral absolutes. Something more than the self-interest of

business executives is needed.

An alternative basis for a moral standard in business is some

form of global ethic based on shared human values and

incorporating the views of the world’s religions and ethical

traditions. Such an alternative will recognise that religion remains

a powerful force in the world but will also accept that for many

people secularisation has meant an emancipation from religion.

Even though secularisation will encourage individuals to conceive

of themselves as autonomous and true heirs to the Enlightenment,

there will remain still a strong drive for a basic moral orientation

and a binding value system based on common human values,

which could be widely accepted and recognised as a standard for

behaviour. The objective of those who support this approach is to

construct a global ethic which draws on the great religious

traditions but which can at the same time be supported by non-

religious people.

The person perhaps who is most identified with this project is

the theologian Professor Hans Kung of the University of Tübingen,

who has spent a great deal of time and energy seeking to develop a

new global ethic as the foundation for a global society and who

sees such an ethic as bringing together the necessary minimum of

common human values, criteria and basic attitudes.10 The Council
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of the Parliament of the World’s Religions which met in Chicago in

1993, incidentally the first such gathering of its kind in history,

commissioned a Declaration towards a Global Ethic. This Declara-

tion was based on the twin principles that every human being

should be treated humanely and that you should do to others as

you would wish yourself done by. It covered all aspects of life in-

cluding business and involved key commitments to such things as

a respect for life and a just economic order emphasising in partic-

ular the principles of solidarity, truthfulness, tolerance and equal

rights. Although it did not develop a specific business ethic, its ap-

proach is very much in the tradition of the Code of Ethics pre-

sented at the Davos management forum in the 1970s11 and the

Principles for Business which emerged from the Caux Round

Table (1980),12 and it even has certain features in common with

the Interfaith Declaration on a Code for Ethics for International

Business from St George’s House,Windsor,13 though the last of

these was confined to an inter-faith statement by Jews, Christians

and Muslims. In terms of their approach to business, all three of

these statements emphasise responsibility to stakeholders and not

just shareholders, the basic values of human dignity, truth, fair-

ness, mutual respect, service and a sense of moderation and mod-

esty. The global ethic outlined by Kung emphasises, in addition,

the need for a new social consensus which would be tantamount to

a new social contract being drawn up between labour, investors

and government.

The strength of the global ethic approach is that it accepts plu-
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ralism and secularism and rejects moralism and fundamentalism.

It is inclusive, contemporary and carries no baggage from the past.

It has been designed specifically for the modern global economy.

The problem I have with it, however, has to do with motivation.

To put it at its most simple, why should someone practise a global

ethic? Although it is challenging, it is not in the end difficult to

construct a comprehensive, humane and appropriate ethic for

business which could be accepted by believers and non-believers

alike. But the design of an ethic and the attempt to put it into prac-

tice are two entirely different things. The Declaration is honest

enough to recognise that life on our planet, including the life of

business, cannot be changed for the better ‘unless the conscious-

ness of individuals is changed’.14 This is a demanding require-

ment. Hence the pledge which is made ‘to work for such

transformation in individual and collective consciousness, for the

awakening of our spiritual powers through reflection, meditation,

prayer or positive thinking, for a conversion of the heart. Together

we can move mountains!’15 (emphasis mine). The problem with a

global ethic is that it will of necessity be the lowest common de-

nominator of values between the religious and the non-religious.

As such it cannot and will never be able to give an answer to those

questions tackled by religion, such as the meaning of life; or to pro-

vide a set of unconditional values, norms and ideals as a standard

of behaviour; or to hold out a sense of hope which is grounded in

history; or to emulate the call for individual commitment made by

an all-powerful but all-loving God whose service is perfect free-

dom. As the Declaration makes quite clear, living a global ethic

t h e  b u s i n e s s  c o r p o r a t i o n  a s  a  m o r a l  c o m m u n i t y

31

14 Hans Kung and Helmut Schmidt (eds.), A Global Ethic and Global Responsibilities:

Two Declarations, SCM, London, 1993, p. 31.

15 ibid, p. 32.



requires a transformation of consciousness, a conversion of the

heart, but without religion it is hard to imagine how such a con-

version will take place.

The third option as a source for a moral standard is a revealed

monotheistic religion such as Judaism, Islam or Christianity. One

of the great strengths of these religions is that the standard has lit-

erally been written on tablets of stone and recorded in a Book. Al-

though there are some complex issues involved in using the

Commandments as the basis for a moral standard in a modern

corporation, the Commandments not only embody an objective

set of moral absolutes but also bring with them the obligation to

obey the moral law. As a matter of history the Judaeo-Christian re-

ligion has been the bedrock on which many businesses have been

developed, especially in Britain and America. Many companies

which are household names have had as their origin a strong reli-

gious influence: Cadburys, Rowntrees, Barclays, Wedgwood,

Unilever, Laing to name but a few. While a religious approach to

ethics shares a number of insights with other philosophical but

non-religious approaches, such as the recognition of an innate

sense of moral obligation, an intuitive awareness of moral distinc-

tions, a conception of a perfect world and the importance of striv -

ing towards a moral goal, the distinctiveness of the religious

approach is that its ethics are grounded in religion. In the Old Tes-

tament the world and we who inhabit it are part of the created

order and the motivation for an ethical life is obedience to the re-

vealed law and ordinances of God, by a people, the Jews, with

whom he has entered into a covenant. A statement such as Psalm

112, ‘Blessed is the man who fears the Lord, who finds great delight

in his commands’, could be found many times over in the Old Tes-

tament. In the New Testament the basis on which the individual is
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invited to respond to the ethical demands of the gospel is the life,

death and resurrection of Jesus Christ. Hence the statement of St

Paul to the church at Ephesus, ‘I urge you to live a life worthy of the

calling you have received’ (Ephesians 4), is repeated in similar

form many times over in the New Testament.

Although there are crucial differences between the three

monotheistic faiths mentioned earlier, they do have a common

basis of moral and religious teaching and they all ground their

ethics in religion. The Code of Ethics for International Business

which was the result of a consultation on this subject picked out

four aspects of this teaching as it was relevant to business. One

was the principle of justice or fairness; another was mutual re-

spect or reciprocal regard, ‘love thy neighbour as thyself’; yet

another was stewardship or trusteeship as a delegated responsi-

bility to mankind for God’s creation; and finally there was the

principle of honesty or integrity, which incorporates truthfulness

and reliability.

The strength of the religious approach embodied in a legal

code such as the Ten Commandments is that each individual com-

mandment is absolute, with the clear injunctions ‘thou shalt’ and

‘thou shalt not’. Its rules are specific and provide a sanction on

people’s behaviour. It has stood the test of time. Despite the many

changes over the centuries in the development of language, culture

and economic structures the revealed religions have shown an ex-

traordinary ability to adapt to new circumstances without chang-

ing their core beliefs.

The weakness of the religious approach is that in a modern or

postmodern world it embodies an essentially premodern world

view. While it is true that the moral capital of the Judaeo-Christian

heritage has been diminished through secularisation, especially in
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Europe, a case can still be made that religion remains powerful and

has in fact been strengthened throughout recent decades by a se-

ries of significant publications and statements by churches and re-

ligious leaders. For example, since the early 1960s there have been

no less than fourteen papal encyclicals dealing with business and

economic issues. The statements by the Catholic bishops in the US

in the 1980s on the US economy, and by their counterparts in this

country in the 1990s on the relevance of the notion of the common

good to economic life, have been influential documents. In Britain

there has been a lively debate on the justice of a social market econ-

omy and the corresponding responsibilities of the business com-

munity following the publication of a report entitled ‘Faith in the

City’16 in the mid-eighties, which was set up by the then Arch-

bishop of Canterbury Lord Runcie. Professor Robert Fogel, a

Nobel prize winner in economics at the University of Chicago, has

argued in a fascinating new book, The Fourth Great Awakening, that

since the late 1950s and early 1960s America has witnessed a reli-

gious awakening, the fourth in its history, which has set a new

agenda for social and political reform which is both moral and

spiritual. Although he does not develop it at length in his book it is

hard to see how such a movement would not have an impact on

business life.17 Despite secularisation and the growth of postmod-

ernism, therefore, religion remains a lively force in the US and, be-

cause of the influence of US corporations, on global business.

In grappling with the second question therefore, ‘From where

can the corporation find its moral standard?’, there is clearly more
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than one answer. For a moral standard to be meaningful it must be

concrete and practical and not vague and an abstraction: it must

be robust, it must stand the test of time; it must be seen as equi-

table and embody wisdom. It must be capable of exercising a radi-

cal impact and providing an effective sanction on behaviour.

Judged by these criteria, I am very doubtful whether self-inter-

est as the source of a moral standard is sufficiently robust or

whether it has the strength to influence behaviour. There will al-

ways exist the temptation to trim, to conceal and to mislead. A hu-

manistic global ethic is open to question because of its explicit

recognition of the need to transform consciousness but without

the means to do so. From this point of view religion is powerful. A

religion such as those mentioned which sees business as a vocation

or calling, so that a career in business is perceived as a life of ser-

vice before God, is a most powerful source from which to estab-

lish, derive and support absolute moral standards in business life.

How does a moral standard function and how can it be
implemented in a pluralistic society?

For a moral standard to function in a corporation it is vital that it

is set out explicitly. As a result, on joining the corporation every-

one will know exactly what kind of organisation they are joining

and precisely what is expected of them. Such a standard can be set

out in the mission statement or the objectives of the corporation,

in its business principles, through training programmes and

speeches, in the annual report, and through activities which the

firm may choose to sponsor.

It is important when implementing a moral standard in the

pluralisticsocietyinwhichwelivethatthestandardisacceptedby
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those who work for and invest in the company. Even though the

corporation is not a democracy, standards cannot be established

without the tacit consent of those who work for the corporation.

People must own the standard for themselves. If they do not, the

standard will be worthless, or worse still, a number of different

standards may emerge, which is a certain recipe to create

confusion. If employees reject the standard they can walk away

and seek employment in another company whose standard they

prefer.Similarly,iftheshareholdersdo notbuy intothestandard,

they can selltheir stock but, possiblyworse, theycan also hold on

to theirstock and campaign against the values of the company by

creating trouble atshareholder meetings. To make matters worse

they could be supported by customers protesting in a very public

fashion, prepared to take their business elsewhere, and by

communities in which the corporation has facilities protesting

through the political process. If people are to own the standards

whichthe corporation setsout, the standards themselves must be

seen to have a practical purpose: to provide better service to

customers, to improve the quality of sourcing, to treat employees

with dignity, to give help to employees facing change, to offer

opportunity and to improve the quality of life within the

company.

The leadership of a company has a specific and important role

to play in maintaining its stated moral standard. The example set

by leadership will speak powerfully about the importance the cor-

poration attaches to its values so that, above everything else, lead-

ers must themselves personally live by the standard. Setting out

the standard in a reasoned way and making clear the principles on

which it is based and the ramifications it will have in all areas of

corporate life are important. But that is only a part of the story.
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Aristotle in his Ethics18 made the important distinction between

intellectual virtue and ethical virtue. ‘Ethical virtue is for the most

part the product of habit (ethos) and has indeed derived its name,

with a slight variation of form, from that word. . . . Our moral dis-

positions are formed as a result of the corresponding activities . . .

It is therefore of no small moment whether we are trained from

childhood in one set of habits or another: on the contrary it is of

very great or rather supreme importance.’ This insight, namely

that the formation of a habit is of supreme importance in develop-

ing ethical behaviour, is typically associated with the raising of

children, but it is just as relevant for the implementation of a

moral standard within a company.

This suggests that the habits which characterise the way a com-

pany goes about its ordinary everyday business are important, be-

cause it is these habits which people will identify as the real values

of the corporation: the respect given by management to individual

employees, the care they take over their career development, the

openness of divisional leaders in presenting their budgets and re-

sults, the choice of candidates who are put forward for promotion,

the way in which breaches of the company’s moral standard are

handled, the treatment of underperforming executives, the open-

ness of leadership to contrary advice, and so on. If people observe

that the corporation adheres to its chosen standard in a consistent

way, then the practices which they observe on a daily basis become

a habit and have the power to strengthen the company’s standard;

if on the other hand there is a lack of consistency, with difficult is-

sues not being faced up to and individuals exempted from the
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standard because of their star quality, this too will be quickly ob-

served, and new habits will be formed which in time will detract

from the standards which the company has set itself.

In implementing the standard the leadership of the company

is never one person, the CEO. If a standard is to be established suc-

cessfully there must be a core of committed leaders at the highest

level who are prepared to champion it, and at the same time lead-

ership throughout all levels of the organisation must be prepared

to make it a priority. This has one major implication for recruit-

ment and staffing. One criterion in recruitment policy should be

that people hired should accept the explicit values of the corpora-

tion: those who cannot and will not should be rejected. One, but

let me emphasise only one, consideration in moving people

throughout the organisation is to ensure that those who embody

the company’s culture are placed in positions from which they can

exercise a major influence on the organisation. On the other hand,

nothing is more debilitating to team spirit if promotion is based

primarily on conformity to cultural norms but without the indi-

viduals concerned possessing the skills to carry out their new re-

sponsibilities.

Whileitis impossibleto proveconclusively, I believethatover

time anindependentmoralstandard isnot onlysomethingwhich

is good in itself but is also in the interests of shareholders and

employees.Such a standardisnever a substitutefor otherlevelsof

management, such as strategy, systems, infrastructures or

talentedexecutives.But overtimehonesty willbeseen to buildup

trust, people willrespond differently when treated with dignity, a

better quality of service will build up customer loyalty, and there

will be reduced turnover of customers and staff. A company

which adheres to a standard will find it is put to the test every
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working day and every working day will make a difference one

way or another.

How significant is the corporation in our society
because of its adherence to a moral standard?

Although it is rarely given sufficient credit, the modern business

corporation has become an important standard bearer of values in

our society. The reason it does not receive due credit is because in

the minds of many people the corporation is identified with the

maximising of profit or shareholder value, which is perceived to

result in monopoly, cartels and high prices, fat cat compensation

for executives, financial scandals and the taking of risks with the

environment, all of which are rightly condemned as being against

the public interest. This is a complex subject which cannot be dealt

with at length here, but the following points are significant.

First, most modern corporations have an explicit set of stan-

dards which embody strong moral judgements, are in the public

domain and are demanding in terms of the behavioural standards

they set for all who work for the corporation. Second, with the de-

cline of the church and the breakdown in family life in the West,

the corporation has become an increasingly important commu-

nity in its own right in which people spend a great deal of their

time, and typically an important group from which they form sig-

nificant friendships. Third, the corporation is increasingly a vehi-

cle through which people contribute to charitable causes, both in

cash and through programmes such as mentoring. Fourth, partly

because of the track record and reputation of the private sector for

the efficiency with which it manages its resources, but also partly

because of corporations’ explicit adherence to values, private
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sector corporations have been called on to run public institutions

such as underperforming schools and to play a more significant

role in the provision of welfare and health care services, something

which would have been inconceivable a few decades ago. Fifth, in-

dividuals are able to achieve their own personal development

through the training programmes and responsibility with which

they are provided within the corporation. Sixth, in the area of

training the public sector is looking more and more to work in

partnership with the private sector in order to implement pro-

grammes of training and lifelong learning. And seventh, increas-

ing emphasis on good corporate governance in many Western

countries, linked to regulatory requirements which require greater

transparency on the part of corporations, gives them an important

global role in raising standards of accountability in countries still

struggling to raise standards.

Conclusion

The concept of the corporation as a moral community is only one

facet of business life. It is rarely high on the agenda because its im-

pact is difficult to measure and its influence long term. But, man-

aged well, the explicit establishment of a moral standard within a

company can bring significant benefits to everyone associated

with the company.

c a p i t a l i s m ,  m o r a l i t y  a n d  m a r k e t s

40



41

Introduction

I havechosen‘TheCulture ofVirtue,theCulture oftheMarket’ as

the topic of my remarks today because the relationship between

the two is truly at the heart of the Acton Institute’s mission. The

culture of the market and the culture of virtue are often posed as

competingsetsofvalues,andattimeswithgoodreason.Manywho

proclaim the culture of virtue fault the free market for devaluing

human life and turning the human person into a ‘Homo economi-

cus’, valued only for his earning potential or productive capacity.

I find this critique, advanced widely in the academy and

among the clergy, to be myopic, even though it is born of a real and

legitimate concern for the dignity of human life and the enhance-

ment of a culture that protects the human person in all his com-

plexity. It is myopic to the extent that it fails to make some

important and crucial distinctions I will discuss in due course, and

thus relinquishes what could be a powerful tool in the construc-

tion of a civilisation centred on the immortal destiny and the

unique potential of every single person.

It is true that our times are characterised by a lack of respect

for the dignity of the human person. But it is a great tragedy to see

those who would be our allies against some of the forces that

degrade the human person become hindered in their efforts as a
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result of a serious misunderstanding of the market economy. I

believe that the dynamism of the free economy can be harnessed

in support of the culture of virtue. The interaction and tension and

ultimate reconciliation of the culture of the market and the culture

of virtue are subjects worthy of deeper reflection.

The culture of virtue

But first let us be clear about the definitions. The culture of virtue

is the recognition that this human life on earth is not the ultimate

but rather the penultimate reality (Evangelium Vitae, ch. 2),1 and

that our earthly existence implies an end beyond itself, a telos of

our eternal destiny. This life is a temporal stage, a passing ground,

to our eternal existence, so that contained within each of us is the

seed of eternity. C. S. Lewis put it poetically when he said:

There are no ordinary people. You have never talked to a

mere mortal. Nations, cultures, arts, civilisations – these are

mortal, and their life is to ours as the life of a gnat. But it is

immortals whom we joke with, work with, marry, snub, and

exploit – immortal horrors or everlasting splendours . . . Next

to the Blessed Sacrament itself, your neighbour is the holiest

object presented to your senses.2

Life is a gift entrusted to us by our Maker. And it is to be pre-

served with the utmost responsibility and care. Since life itself is a

gift from the Creator, it carries a sacred value from its inception to

its end, and every human being has the right to have this life re-

spected to the fullest extent possible. Therefore, any ethic which
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does not reflect the dignity of the human person must be opposed

because it threatens the foundation of civilisation, it fights against

nature and destroys the very context in which any rights can be en-

joyed by anyone.

Any ethic which, for example, allows for murder, genocide, in-

cluding chromosonal genocide, and the ghastly antics of the likes

of a Dr Kevorkian in the US, is contrary to the culture of virtue.

Any ethic which sanctions violations against the dignity of the

human person, such as slavery, unjust imprisonment and prosti-

tution, is contrary as well. And so is any system which treats peo-

ple as mere instruments to greater gain, rather than free persons

with inherent dignity (Evangelium Vitae, ch. 2).

The culture of virtue strives to protect the human person, in-

cluding the most weak and defenceless. It is a culture of inclusion,

charity, and peace. It answers affirmatively the Biblical question

‘Am I my brother’s keeper?’

While this ethic is concerned first for the spiritual aspect of the

human person, it is also committed to his quality of life. It must

strive to alleviate human suffering, and be concerned for the

widest possible distribution of the earth’s resources.

The culture of virtue and the social order

The human dignity of life can only be protected by a moral social

order, those rules of conduct that keep society from chaos. The so-

cial order, as Russell Kirk has told us,3 is bigger than its laws,

though laws are born of it. The social order also includes the cus-

toms, manners, and beliefs of a society. To understand it properly
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we must also recognise that the larger civil social order is inter-

twined inextricably with the character of the individuals who

make up the society. If there is a moral decline, meaning a marked

disorderliness in the individual souls that comprise society, the

civil order will suffer.

While we may ardently desire human dignity to be reflected in

our positive laws, that is not sufficient. I sometimes fear that, with

our justified effort to ensure that laws are passed which promote a

culture that supports and augments the dignity of the human per-

son, our attention is deflected from the more fundamental obliga-

tion to ensure that our culture (including its social norms and

intermediary institutions), which will be the context in which our

laws are formulated in the first place, itself supports the dignity of

human life.

The market promotes peace among men

Do people who value virtue have the freedom to choose among all

available forms of economic systems to reinforce their values? I do

not believe so. For example, consider how socialism views the

human person. Under it, all individuals and all property are

owned by the state, and all economic life falls under collective con-

trol. This has frightening consequences. For example, under so-

cialism children are seen by the government as they are in fact: a

drain on social resources. As Ludwig von Mises wrote, ‘without co-

ercive regulation of the growth of population, a socialist commu-

nity is inconceivable . . . even if a socialist community may bring

“free love”, it can in no way bring free birth.’4
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And he is right: every socialist experiment has led to forced

abortion, euthanasia and limits on family size. For me, one great

advantage of free enterprise rests in its dynamic ability to accom-

modate huge increases in the size of population without running

the risk of famine. Only a liberal economy, and the growth of

wealth it implies, has made this possible. Socialism makes it in-

conceivable.

Our own economic times are characterised by rising incomes,

growing consumer and producer confidence, growing entrepre-

neurial opportunity, and exciting technological progress. Though

political parties battle among themselves over who should receive

the credit for these economic boom times, the credit actually lies

elsewhere. The source of wealth creation now and always is the

market economy.

The market is not a mere abstraction or system of economic

production and distribution. The market is also people, those who

actually do the saving and investing, take risks, keep contracts,

watch the markets and live out their dreams. In their economic

lives as producers, workers and consumers they are cooperating in

a vast international network of market exchange, in which people

half a world away they have never met buy their products and

make products for their use.

For ages, philosophers sought an answer to the fundamental

question of social theory: how is it possible in a social setting to

achieve peace among people despite their differences? The success

of the market economy provides one answer: they exchange. From

the simplest to the most complex exchanges in the market, they all

have one thing in common: people who trade voluntarily with

each other – the very essence of the market – are doing so to their

mutual self-satisfaction.
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This has been called the ‘magic of the marketplace’ for good

reason. We find it impossible to imagine that billions and trillions

of dollars of exchanges can go on all around, and be the very

source of our family’s prosperity, yet we have the luxury of paying

very little attention to the actual workings of this system. It is no

wonder that the world has at last taken notice of the wonder that

comprises this system of worldwide economic cooperation.

It is simply empirically inaccurate to suppose that the poorer

nations of the world are getting poorer while the richer are getting

richer. The fact is that, with the exception of those still experi-

menting with planned economies like Cuba and North Korea, the

poorer nations are getting richer (for example Argentina and

China) while some of the richer, owing to the expansion of cen-

tralised planning, are having a tough go of it (for example, Ger-

many and France). In a recent paper published by the World Bank,

David Dollar and Aart Krasy demonstrate that economic growth

raises the income of the poor in the same proportion as everyone

else.5

But the market does not work automatically; markets have no

moral compass built in; the culture of the market also needs a

moral precondition in the recognition of certain fundamental val-

ues. He who values the market must also value the sanctity of the

human person, the broadest possible distribution of wealth, the

greatest possible opportunities for economic creativity and a place

for every person in the productive capacity of society. To be sure,

that means placing strong emphasis on the indispensable institu-

tions of private property, the freedom of contract, rivalrous com-
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petition and entrepreneurial enterprise; it also means understand-

ing that these are not ends in themselves but instruments to be

used to the higher glory of the Creator, the pursuit of virtue and of

the common good, that is, the application of wide and generous

opportunities for social mobility within the framework of security,

freedom and civic virtue.

Themarketisthemostpowerfulinstitutionimaginableformak-

ingprosperityandproductivitypossible,forcalculatingandcoordi-

natingresourcesinsociety,andofcourse,thesepreconditionsareas

essential for assisting the poor as productivity is an essential pre-

conditionfordistribution.Yetthisproductivitymustbeembedded

in a social frameworkthatis about somethingfar morethanmere

profitandloss.Thefreesocietyrequiresfoundationsthataremoral

attheirverybase:service,charity,duty,future-orientationandsac-

rifice. Contrary to the media stereotypes, the successful entrepre-

neurunderstands thisalltoowell. Successin a market stems from

thedesiretoserveothers,bothconsumersandstockholders;there-

wardofmonetaryprofitcanbe a drivingforceformotivationbutit

cannot bethe basis offinancial success itself. Competitive market

forcesdemandthatentrepreneurs alwaysbeoutward-looking and

service-oriented or they will lose their market share.

This outward orientation tends to shape the social perspective

of the most successful entrepreneurs; it is not an accident that

America’s massive charitable sector is made possible by the

wealthiest people in society giving of their resources. Charitable

contributions also tend to grow in economic good times. To give

to charity is a way of affirming that selfishness is not enough, and

that ultimately we are all responsible for responding to a transcen-

dent obligation to answer to a wide range of human needs, not just

those we encounter in the marketplace.
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It is crucial to remember that every person who participates in

the market does so without coercion, but as an act of free will. To

the extent that our actions serve the good of others, we benefit in-

dividually. And, conversely, if the market is cruel to anyone, it is to

he who disregards the needs and values of his community and pur-

sues a path of blind self-interest. Thus the market and the ethic of

other-directedness are intertwined and mutually reinforcing, but

not only for the owners of capital; the linkage extends throughout

the entire network of work and exchange.

The culture of the market helps us fulfil God’s command

The culture of virtue impels us to desire that all individuals with a

vocation to work be allowed to do so. In Genesis, God calls the

human family to what might be called an entrepreneurial vocation

– ‘be fertile and multiply, fill the world and subdue it’ – a clear

command to work and create. It is the market that offers people

the best opportunities to employ their creative gifts and become

full participants in society. The legal barriers and perverse incen-

tives that have been erected by governments exclude people from

the workplace, keeping many from perfecting their abilities and

becoming a vital part of society’s division of labour.

Thecultureofthemarketcanalsoreinforcethecultureofvirtue

inanother essentialway.Thefreemarket,the orderlyand sponta-

neouscooperation amongmillionsuponmillionsofindividualac-

tors, serves the material betterment of humanity. It has brought

modernmedicine,electricity,runningwater,andnowinformation

access to an ever broadening segment of the world population.

The culture of the market has often been characterised as a

‘survival of the fittest’ reality in which most individuals either pro-
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duce enough as workers, or are harshly discarded by business and

left to perish. Those of a collectivist mindset will have us believe

that the market is actually a detriment to the poor. In truth, the

politically unmanaged economy is the most efficient instrument

for using resources and responding to human needs.

To illustrate, I would like to cite some examples offered by a

man I considered a friend, the late Julian Simon, in his last article.6

He wrote of attending a wedding and noticing all the attendees

who ranged from well-heeled business executives to more casually

dressed service workers. He thought of how even 200 years ago,

nineteen out of twenty of those people’s ancestors were living at or

just above subsistence level. Since 1750 every indicator of the ma-

terial well-being of the human population has vastly improved in

most regions of the world. In England, for example, the average

life expectancy was somewhere around the mid-thirties; by 1985,

most English men and women were tending to live to about 70.

Simon points out that, much more than all of the tools and

gadgets the market has brought to us, that prosperity represents

the power to mobilise nature to our advantage. It allows us to ex-

tend and improve life through God-given technologies. The as-

tounding intellectual breakthroughs in medicine are clearly at the

service of the human person.

Because of the rise of market institutions, these material

advancesarenotonlyforpresentlywealthynations.Inthecoming

decade, the average income in what we now call Third World

countrieswillbeabout80percentoftheaveragepercapitaincome

of the United States in 1990, according to the calculations of
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economist Richard Easterlin.7 And in our own society, those who

live below the official poverty line enjoy a better diet than the

European nobility of the eighteenth century. For 100,000 years

mankind strovetoconsume enoughcalories, nowthe problemfor

masses of people is consuming fewer, as some of us know better

than others.8

The flourishing of relatively free exchange has also created

tremendous social mobility. The old leftist paradigm – in which

every economic actor is either worker, owner or poor person – no

longer gives an accurate picture of the economy. Whereas, twenty

years ago, only the most wealthy invested in the stock market, now

more than half of middle-income people invest. Ownership is

being expanded to include more and more individuals. This

means company profits have been democratised. And our hope

should be for an ever-expanding economy to include more and

more individuals.

Problems related to markets

But there are problems related to the market.

It is very unfortunate and highly dangerous that many of the

market’s most eloquent advocates often overlook the moral foun-

dations of freedom. And to those who might be tempted to think

society can revolve around the bank statement, we must be pre-

pared to deliver a strong message: base motives can also exist

within a market economy. The Congregationist minister Dr Ed-

mund Opitz puts it this way: ‘the market will exhibit every short-
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coming men exhibit in their thinking and peaceful acting, for – in

the broadest sense – it is nothing else but that.’9 Not all means of

making money are automatically moral, and there are values

higher than profit and market success. Among these values we

must pre-eminently place the value of life itself.

As I have mentioned, new medical technologies are booming

in many ways that advance the dignity of the person. We have

medicines that can prolong a person’s life; we have surgeries that

can be used to aid babies in utero; we have drugs that can alleviate

pain that would otherwise make an individual’s life nearly intoler-

able. The market has made these advances possible, all to the en-

hancement of life.

Consider as a case in point: Professor Stephen Hawking.

Thirty years ago he might have been left on the back ward of a state

hospital, but through advanced technology he is able to make his

insights and understandings (not all of which I agree with, I might

add) known to a vast international audience.

However, with the advance of technology there are also new

means of undermining life. The potential for human cloning is a

case in point. The technology to be able to do something does not

mean we ought to do it; as Acton says, ‘The freedom of which we

speak is not the freedom to do what we want, but the liberty to do

what we ought’, so that all our endeavours must be guided by that

transcendental ‘ought’. The purpose and justification of technol-

ogy are that it serves the human community. But if human cloning

goes forward it means that the human community may no longer

beget our offspring, but make them, and what we make or create is
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ours, thus debasing the dignity of human life and the concept of

the inviolability of human rights and dignity.

The market must have a foundation in the ethic of life, or a

godly ethic. And while ethical questions about life and death are

certainly not always straightforward, given that there are limited

resources in many life and death cases, these questions do not

arise in a moral vacuum. Medical ethics and medical technology

are different subjects, and the former must inform the latter.

Technological advance contains no inherent moral logic to

guide it. If it is truly to serve the betterment of humanity, to serve

the ethic of life, it must have objective moral norms to guide it.

Consumerism

What about consumerism, which is seen by many as the culture

the market produces? It is a genuine and widespread problem that

afflicts the soul. It arises when the end of our life is the accumula-

tion of wealth and material pleasures. In this sense it is really a

contemporary form of the ancient blasphemy of idolatry. But let

us remember that when we talk about consumerism and material-

ism, we are speaking to problems of culture, not of economics. In-

deed, while the market provides many temptations that we must

resist, it also offers the means for overcoming them. It provides us

concrete means to orient ourselves to an existence which looks be-

yond the here and now concerns. For example, the information

revolution has brought us more opportunities for strengthening

our faith: online. And it might be useful to remember that the act

of reading the Bible is brought to us through entrepreneurship:

once there was only a rather costly hand-copied version in the

church and reading used to be something most people could not
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do beyond age 40 or 50, if they lived that long. Now electricity al-

lows us to read into the darkness of night. Think of this: bedtime

reading, an indulgence many of us engage in, would have been rel-

atively unknown to most of our ancestors because of the lack of af-

fordable books and electricity.

Advertising

Let me say a few words about advertising as a market function. It

can be an educational tool, a legitimate means of competition, and

a means to meeting needs. It is worthy of defence. However, there

must also be a sense of responsibility in how it is used. For exam-

ple, it should not encourage the consumer to see other people as

mere objects. Sexual suggestiveness, which is often employed in

advertising today, is a problem. It encourages the viewer, usually

male, to look at the scantily clad woman as an object – all body, no

soul, neglecting her human dignity – indeed denying the truth of

who the woman is. This may be a new concept for the truth in ad-

vertising folks! And putting aside the facts of the various cases of

tobacco litigation in the US, I think people are right to be wary of

advertising campaigns crafted to market unhealthy products to

the young.

A year or two ago, there was a massive outcry against the fash-

ion industry, which had taken to using models that looked

drugged out and strung out: the so-called ‘heroin look’. This was

an irresponsible use of advertising to draw people into paths that

are destructive of life itself. To inform is one thing, but to corrupt

is another.

Yet, it needs to be noted that the market is not simply about

buying and selling. It is also about moral suasion, social outrage,
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boycotts and protests. All of these have a social function. It is per-

fectly legitimate and correct, for example, for traditionally reli-

gious people to encourage boycotts of sponsors that depict

religion unfairly. Indeed, it is a responsible – and much needed –

use of their voices in a free society. And the protests against adver-

tisers who use corrupting techniques led the fashion industry to

undergo a dramatic shift in its approach, suddenly giving way to

what they called ‘the happy look’. Through sheer social pressure,

the industry has, for the most part, abandoned these tawdry tech-

niques and embraced a more life-affirming approach to market-

ing.

Among the critics of the heroin look was the American presi-

dent, Bill Clinton, who, interestingly, made some very powerful

and appropriate remarks on the subject at the time. What was the

philosophical basis of his comments? It stems from Communitar-

ianism, an intellectual movement which came into its own during

the Clinton era. This movement, which encompasses neoliberals

and neoconservatives, argues that there is too much discussion

today about rights and not enough about responsibilities. We hear

about ‘what society owes me’ and not enough about our duties to-

wards society.

This movement has provided a good corrective to a country

that has come to reflect a strange combination of statism and indi-

vidualism. However, we must look carefully at the Communitari-

ans’ solutions. If their moral vision for society calls us to have a

greater respect for the common good, and makes fewer demands

on what government can do for us personally, it is a good move-

ment. But if it is merely being used as a cover for the further inva-

sion of government power into the lives of our businesses,

communities and families, then it is dangerous. It is worth noting
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that, after all, most of the problems the Communitarians identify

are a result of too much government management of society, be-

cause government tends to divide people, not unify them.

Conclusion

Despite the failure of socialism as an economic system, it is still

common to hear capitalism and the market economy disparaged

for their failure to serve the interests of the human community.

There is some merit in the charges. The profit and loss system is

not the sum total of human community, and some defenders of

the market think it is. A culture cannot ultimately be prosperous

for any extended period of time without a cultural sense of values

that are higher than material prosperity. There are values like fi-

delity, honesty and charity that must be drawn from moral foun-

dations in the first instance if the material prosperity is to make

sense.

What is generally underappreciated – because it requires seri-

ous thought to understand the causal connection – is the direct

link between the accomplishments of the business sector, the ad-

vancement of social prosperity and the dramatic steps forward in

health and human welfare.

The culture of the market can reinforce the culture of virtue.

This message is one that needs to be brought to public debate.

Radical libertarians who deny this are doing no service to the

cause of economic liberty. 

At the same time, we must help our allies in promoting a

culture of virtue to understand that we are not for a go-go

capitalism, which places the human person at the mercy of blind

economic forces and which is not rooted in the fundamental ethic
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of life, person and property. What we propose is a free economy

that puts the human person at the very centre of economic actions,

simply because the human person is the source of all economic

initiative. Let me energetically make the case that the market,

imbued with freedom and virtue, is a necessary ally for a social

order which respects human dignity.

I close with a set of complementary quotations from Alexis de

Tocqueville and from Lord Acton.

Tocqueville wrote: ‘Despotism may govern without faith, but

liberty cannot. Religion is much more necessary in . . . democratic

republics than in others. How is it possible that society should es-

cape destruction if the moral tie is not strengthened in proportion

as the political tie is relaxed?’10

And Lord Acton declared: ‘No country can be free without re-

ligion. It creates and strengthens the notion of duty. If men are not

kept straight by duty, they must be by fear. The more they are kept

by fear, the less they are free. The greater the strength of duty, the

greater the liberty.’11
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The attacks on capitalism continue with the demise of com-

munism but this time they come from a different source, one

which is superficially more favourable to the private property/ex-

change system. The attack is ethical and rests on the unproven as-

sumption that capitalism is ethically deficient. It has no ethical

autonomy or integrity and this deficiency must be corrected from

outside the market system. Its freedom is superficial and will lead

to a breakdown of society if it is allowed full range. A great econo-

mist and spokesman for the market system expressed this view

very well. Wilhelm Röpke, one of the intellectual founders of Ger-

man Ordoliberalism, said:

The market, competition and the play of supply and

demand do not create ethical reserves; they presuppose and

consume them. These reserves must come from outside the

market. . . . Self-discipline, a sense of justice, honesty,

fairness, chivalry, moderation, respect for human dignity,

firm ethical norms. All of these are things which people

must possess before they go to market and compete with

each other.1

The idea that the market is fundamentally amoral is consistent

with certain views of general morality in the twentieth century. For
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a large part subjectivism about ethics dominated the debate, and

logical positivism persuaded the intelligentsia that moral values

were optional and no one set had any intellectual priority over an-

other: social science was consistent with almost any set of moral

values. Why not be a socialist if you could not produce either an in-

tellectual or moral case for capitalism, or a Christian theologian if

you are deeply unhappy with self-interest? But I will show that the

market system is morally self-sufficient and it develops its own

codes of conduct. Such rules would not satisfy the convinced posi-

tivist’s demanding criteria for proof and demonstration but they

are consistent with what we know about human nature and the

‘laws’ of social behaviour. I shall show that business morality de-

velops spontaneously through the development of those con-

straints on immediate gratification which the market system

undoubtedly requires. The rules are also consistent with what I

call a minimalist or generic conception of social ethics and indi-

vidual duty. Given the ubiquity of self-interest it can be shown that

these conventions produce the optimal supply of virtue, that is,

just enough to maintain the market. Any other duties are

supererogatory, desirable but not compelling (indeed they are best

exemplified in the non-market contexts of family and close per-

sonal relationships).

It is no coincidence that this view of ethics developed in the

eighteenth century, just as the theoretical foundations of the

market system were being laid down. Of the writers under

consideration the most sophisticated was David Hume. Ironically,

Hume is the intellectual godfather of logical positivism because he

showed conclusively that ethics could not be given a foundation

within his not exceptional account of human reason. They must

depend on, and derive from, the emotions. Yet, unlike A. J. Ayer,
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Hume demonstrated that certain virtues (the obligatory nature of

promises, the binding features of exchange and the minimal rules

of procedural justice) were essential to social stability and to

commerce. In an instructive example he shows how two farmers

who do not necessarily like each other, and indeed may not even

know each other well, may still cooperate for their mutual

advantage.2 The point is that in most business relationships the

participants are likely to meet each other in future transactions

and have therefore an interest in enforcing common rules. They

can also punish defectors from such rules and by a process of

evolution non-cooperators are bred out. Business is a game that is

repeated. Unethical conduct consists in the breach of such

coordination rules for short-run advantage. Sometimes in the

business world transactors know that they will not meet again and

have every incentive to breach a convention. This can happen in

the environment in situations in which property rights are ill-

defined: a potential polluter knows that he will not live in the area

which he damages and can avoid the informal punishment of his

fellow business agents. They might all know that such

malefactions will lead to the enforcement of unnecessary rules

which make everyone worse off but, given reliable knowledge of

human nature, good behaviour is unlikely to be voluntarily

forthcoming. But as Hume insisted, the point is not to change

human nature, which is the strategy of business moralists, but to

devise rules that direct self-interested behaviour into socially

productive channels. Such rules are properly universal, meaning

they are requisites for civilised conduct – irrespective of religion or
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communal affiliations. Voltaire put the matter beautifully in his

description of the nascent London stock market. He wrote:

Go into the London Stock Exchange – a more respectable

place than many a court – and you will see the

representatives of all nations gathered there for the service

of mankind. There the Jew, the Mohammedan and the

Christian deal with each other as if they were of the same

religion, and give the name of infidel only to those who go

bankrupt. There the Presbyterian trusts the Anabaptist and

the Anglican accepts the Quaker’s promise.3

Indeed, in the established religions there was the early discov-

ery of capitalism and a recognition of its moral features. Unfortu-

nately, these very same religions came under the influence of

twentieth-century moralism and dismissed capitalism’s main-

springs as too redolent of greed and self-gratification.

It is my contention that a more expansive view of ethics actu-

ally undermines the acceptable morality I have just adumbrated.

That subjectivism of logical positivism is reasserted with rival and

competitive claims to rightness and fractious groups attempt to

impose their conception of the good on economic organisations,

especially business corporations. Hence the assertion of the com-

munity as a constraint on human action and the invention of the

stakeholder as a rival to proper property holding. If we are to fill

out the conventions to which I have just alluded we would have to

talk about contract, respect for property, the demands of honesty

in dealing and all the rules and practices that make commerce pos-

sible. Justice is limited to the enforcement of these practices and to

the provision of rules that guarantee open access, but not equal ac-

3 Quoted in D. Boaz, Libertarianism: a Primer, Free Press, New York, 1997, p. 38.



cess. It is the mistake of modern business ethics to think that the

supererogatory duties have the same moral force as these minimal

standards. They are even given deontological force, hence the

Kantian demand that there are moral claims which hold indepen-

dently of utility. Thus firms ought to be socially responsible even

when, perhaps especially when, such action results in shareholder

loss; or the capital market must be characterised by level playing

fields so that everybody gets an equal chance. But the capital mar-

ket deals in information, the possession of which is invariably

asymmetric.

The elements of Anglo-American capitalism

There are competing forms of capitalism in the world and con-

temporary business ethics has critically scrutinised one particu-

lar type, that practised in the United States, in the United

Kingdom and in the English-speaking world in general. Although

all the various types of capitalism conform to the generic moral

code mentioned above, there are enough differences in how con-

formity to it is achieved to enable us to make some comparative

moral judgements. Indeed, though erstwhile socialists might be

reluctant to make wholesale onslaughts on capitalism, their pref-

erence for the more communitarian regimes of Japan and Ger-

many derives from certain enduring features of Marxism. The

important moral consideration here is individualism (often called

greed or egoism). Apparently, other economies leaven the

unadulterated self-interest of the Anglo-American economies

with types of altruism. Otherwise, it is said, we have an anti-

social bias and personal want-satisfaction is elevated above the

common good.
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This is not just a moral argument that prefers the intrinsic

value of community over the individual, it is also a prudential

warning that the behavioural patterns of classical microeconomics

will so drain the person of any loyalty to essential social structures

that individualism itself becomes unviable. Adam Smith worried

that the decline of the ‘martial spirit’ under an advanced division

of labour would leave market society vulnerable to ‘republics’,

with their more militant social motivations. Nobody will defend

the market, except for money. French critics of Anglo-American-

ism have not dissimilar fears in mind when they protest at the im-

port of alien cultural practices to their country under

globalisation. Sometimes the objections are infused with a some-

what unsophisticated economics which denies that an invisible

hand could ever coordinate the actions of dispersed individuals ef-

ficiently. Yet the smallest understanding of the knowledge prob-

lem in modern economies tells us that a market of individuals,

guided by prices, coordinates information much better than any

politically motivated institution could. In the face of such convinc-

ing evidence the moralists have resorted to the ethical objections

to individualism.

But there is something disingenuous about this for the individ-

ualism of Anglo-American capitalism is not atomised individual-

ism, an abstraction that precludes collaborative activity and the

willing surrender of any amount of personal autonomy no matter

how small. The assumption of some communal duties is not ex-

cluded by a concept of individualism that depends on coopera-

tion.4 Indeed, there might be some gain in the reduction of
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transaction costs by action of this type. But this is some distance

from, say, the interruption of free trade by politically significant

groups on behalf of some fictitious community, or the surrender

of individual responsibility implicit in those philosophies, which

would make corporations collectively liable for criminal actions. It

is an important feature of the ethics of Anglo-American capitalism

that individual responsibility for action ought not be shielded by a

collective institution, that persons should not shelter behind the

corporate veil.

The major institutions of the system can be explained in terms

of individual interaction. Thus the corporation, against which so

much criticism is levelled, and on which the supererogatory duties

are normally imposed, can be explained entirely in terms of indi-

vidual motivations and agreements. Although today the corporate

form is regulated by statute this was neither historically the case

nor is it required by theory. Permanent form, collective responsi-

bility for civil actions and, most important, limited liability, can all

be explained as the consequences of individuals pooling their re-

sources and forming a common organisational structure under

the common law. This is precisely what originally happened in the

UK and the US; the role of the public authority was simply to reg-

ister what were originally private actions.5 In no way is the corpo-

rate form a gift from the state which has to be earned via the

fulfilment of social and moral duties, as the former US Secretary of

Labor seems to think.6

But the corporate form produces problems of its own. First, to

what extent does it represent a loss in individual freedom? In a
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sense it does, for the relationships that it produces are not quite

like market relationships: they are not multi-contractual relation-

ships in which each contractor trades with others, but are bilat-

eral, specific deals between the worker and the employer (or

resource owner) which bind the former to the latter in a ‘mas-

ter–servant’ type of relationship. Second, the corporation involves

a special problem scarcely noticed by conventional business

ethics, the principal–agent difficulty. How can normally self-inter-

ested agents be relied on to fulfil their side of the contract and not

behave in an opportunistic manner at the cost of the shareholder?

Well, the takeover is the ultimate disciplinary device. Adam

Smith’s hostility to the corporate form derives from his nascent

appreciation of the problem but he certainly did not anticipate the

solutions to it that were to develop. However, business ethics writ-

ers often point to the successful non-Anglo-American economies

that make little use of the method. Apparently they survive largely

though a developed form of trust. Of course, trust is a part of the

generic code of capitalism. This may be a feature of Kantian ethics

which requires us to treat our business partners or employers as

rational, autonomous agents who participate in non-contractual

arrangements in a communal enterprise. Employers do not lay off

workers at the slightest downturn and the latter abjure strikes and

cooperate in the workplace. On the other hand, trust might have

few moral features at all; it is just a way of reducing the transac-

tions costs in a largely anonymous society.

Still, even in the context of a minimalist business ethics, trust

is often overrated. In the US, although the country is reasonably

high generally on trust, this may not be true of business. The

stockholders do not trust the managers – they think they are op-

portunists and rent seekers – and the managers do not trust the
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shareholders who are, they think, short-termists who will sell their

stock to a raider with little thought of the firm or those employees

who have committed themselves to it and are highly vulnerable in

the event of a takeover. But America is still the most successful

economy in the world. It is also the one which fulfils the highest

moral standards.

The major feature of Anglo-American corporate capitalism is

the commitment to shareholder value. The reason why people

pool their resources and become owners is to make money and the

purpose of a corporation is to increase long-term owner value.

Charities are, properly speaking, not businesses although it would

be quite legitimate for a private owner to forgo profit on behalf of a

moral principle. Ms Anita Roddick at one stage wanted to take the

Body Shop private to be free of shareholder pressure7 and Ron

Hubbard, the leading business ethicist in New Zealand, runs an

apparently successful private breakfast cereals company.8 But

publicly quoted companies are different for they involve complex

fiduciary moral and legal relationships. The nominal owners of

such companies are dispersed and normally take no direct part in

management yet it has always been the case in English common

law that the employees of such companies owe a strict duty to the

owners (stockholders). Despite all the depredations that capital-

ism has experienced over the past hundred years that duty still re-

mains (and was recently endorsed in the Hampel Report).9

Companies are not forbidden from devoting part of their income

to charitable activity (in some countries there are tax advantages
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in so doing) but there are limits to this and it cannot dilute the ul-

timate purpose and responsibilities of the business.

Although the pursuit of shareholder value might seem an un-

controversial aspect of business enterprise it is perhaps the one

that has caused most dissent. Although it maximises the interests

of millions of ordinary people, whose life savings, pensions and in-

surance are invested in the stock market, the pursuit of share-

holder value has been linked with greed, the destruction of the

environment, the dissolution of communities as a consequence of

the onset of globalisation and other alleged horrors of the 21st cen-

tury. I do not see how this can be an ethical problem. Those un-

happy with the policies of, say, multinational companies are at

liberty to invest in the many so-called ‘ethical’ outlets and the only

objection here is to the implicit suggestion by the promoters of

such schemes that investment in companies other than those on

the prescribed list is somehow unethical. Activists have captured

the word ethical itself, as they have appropriated ‘rights’.

The attack on the shareholder value thesis has proceeded in

two important directions: the invalid extension of the notion of

fiduciary duty and the equally erroneous theory that company pol-

icy should not be directed (ultimately) by owners but by employee

groups or coalitions of community activists (stakeholders) who

might have no property rights in it at all. Both these strategies are

directed at the individualism and property rights system that un-

derlie Anglo-American capitalism.

The idea that fiduciary duties should extend beyond share

ownership is morally appealing but economically makes no sense.

The employees of a public company cannot serve two masters and

if economic rationality is to be achieved it can only be by those

who shoulder all the risks of investment. In fact, shareholders get
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little protection from the law: workers are protected by a myriad of

employment protection laws and a number of non-discrimination

decisions and statutes but stockholders are vulnerable to any pass-

ing political and moral fad: they have only their investment. Just

recently a statute has been passed which requires pension funds to

take account of social responsibilities in their investment pro-

grammes. At the moment the statute is permissive but one won-

ders how long we will have to wait before some onerous duties are

imposed on them. But any extension of the social responsibilities

argument must undermine property rights – for a property right is

not just ownership of an asset but the freedom to use it in certain

ways. Of course, all uses are limited significantly by law and moral-

ity but the limits derive from the genuine duties that business has.

But this is not what the advocates of social responsibility have

in mind: they want to turn the supererogatory duties into com-

pelling ones. Thus companies are ‘instructed’ to work for the com-

munity, to forgo profit if that is required for some moral goal to be

advanced, to enforce affirmative action in the workplace even if

that competes with marginal productivity theory in wage determi-

nation and to pursue other desirable things that are properly the

responsibility of government, if they are anybody’s.

It should also be noted that positive moral action of this kind

often involves a breach of the basic deontological rule of treating

people fairly. If company largesse is to be distributed away from

the shareholders, what rules should be devised for the new

allocation which would not disadvantage (perhaps arbitrarily)

some groups? In the struggle for scarce resources that

undoubtedly would ensue if companies did have the

recommended extended fiduciary duties, it is unlikely that a

principle would emerge that could secure more or less unanimous
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approval. Henry Manne quotes an instructive example from the

1970s.10 Coca Cola ran a private enterprise welfare scheme in one

of its less salubrious plants in Florida for some of its employees

who were immigrants from Third World countries (where

conditions were certainly worse than the original, unreformed

Coca Cola plant). But such virtuous action simply raised the

company’s costs and unemployment resulted. Could morality

provide a clear answer to the question of which group should be

supported, current workers or the future unemployed? In

examples such as this the firm tends to support the action which is

publicly visible. But, as Bastiat reminded us, political economy is

about what is not seen. Those rendered unemployable by the

promotion of virtue were not visible.

Many companies today feel compelled to take on these social

duties; they are replete with compliance officers and regularly

publish reports which proclaim their moral achievements. In fact,

this is not morality but prudence on the part of the firm (or rent-

seeking by managements) in the face of mounting social pressure.

Companies are constantly pressurised by shareholder activists

who buy a small amount of stock and attend annual general meet-

ings, not to encourage management to maximise shareholder

value but to press social duties on them. Shell was for a long time a

particular victim of this propaganda but it eventually surrendered;

it appointed ethical compliance officers and published People,

Planning and Profits in 1999. At the shareholders’ meeting which

discussed Shell’s splendid moral progress a lonely stockholder
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commented: ‘All very well but how come the stock price fell

twenty-five per cent in the last year? Get real.’11

In fact, the only companies able to perform the demanding du-

ties laid on them by business ethics would be monopolies. As an

industry becomes more competitive there is much less slack left

for fulfilling social functions. Indeed, it is noticeable how the pri-

vatised water companies, who are monopolists, have become very

interested in social responsibility of late. But in normal markets, if

a public company allowed its social responsibilities to affect ad-

versely returns to owners, it would lose its competitive edge, the

share price would fall and it would become vulnerable to a

takeover. It is hardly surprising that those most active in the social

responsibility of business movement are also highly critical of cor-

porate raiders. Business moralist critics are faced with an awkward

dilemma: are they to encourage or at least be silent about monop-

olists because they have the deep pockets that make it possible for

them to do good, or are they to demand the breakup of monopo-

lies on efficiency grounds? In addition, the absence of monopoly

must also contribute to the ethics of capitalism by ensuring free

and open access to the market and by providing conditions which

make each participant a proper moral agent.

The stakeholder temptation

Perhaps the most serious threat to the integrity of the Anglo-

American capitalist system from business ethics is the rise of the

stakeholder doctrine. This poses a direct threat to property rights.

The typical firm is constructed out of a complex structure of
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property rights and, most importantly, contracts. Indeed, the firm

is a nexus of contracts. At the heart of the system are the control

rights exercised ultimately by the owners; the board of directors is

responsible for seeing that owners’ interests are maximised and

management is in charge of the day-to-day running of the firm. A

whole network of fiduciary duties flows from these contractual re-

lationships. Indeed, it is not so much ownership that determines

who has the right to do what in the firm but the contracts that are

made. A shareholder owns a little bit of, say, British Telecom, but

this does not give him the right to break into its offices or use its se-

cret information. The contractual nature of the firm assures that

there will be a hierarchy and people who will play precise roles

within it. It is most unlikely that the contracts made would depart

significantly from the maximisation of shareholder value strategy.

But the stakeholder analysis decrees that positions occupied in

the business derive not from contracts but from some arbitrary

opinion of their importance within it. As leading stakeholder the-

orists Evan and Freeman say, ‘The very purpose of the firm is to

serve as a vehicle for stakeholder interests’, and the reason for

‘paying returns to owners is not that they own the firm, but that

their support is necessary for the survival and that they have a le-

gitimate claim on the firm’.12 Note, the owners’ claim is not deci-

sive but it must take its place alongside that of workers, suppliers,

members of the community in which the firm is situated etc. By a

strange twist of Kantian ethics, which puts a rarefied notion of

duty above any material or utilitarian consideration, Evan and

Freeman have undercut the contractual and property basis of
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modern capitalism. Indeed, it is nothing less than an attempt to

politicise the firm in the name of ethics. It is redolent of Ralph

Nader’s attempt to democratise the corporation in the 1960s and

1970s. Indeed, it is for a very good reason that business ethicists

refer to the groups that compete with stockholders for control of

the firm as ‘constituencies’. They want to politicise the firm.

The stakeholder theory of the firm makes no sense in terms of

coherentdecision-makingandtransparentmanagement.Noratio-

nal decisions would be possible under stakeholderism and the

boardroomwouldresemble a parliamentevenmorefractiousthan

theones withwhichwe arealreadytoofamiliar.It wouldbe a prey

to pressure groups which would most likely have no financial in-

terests at stake. No doubt something like that goes on in regular

companiesbutatleastthereisanultimateorderingmechanismen-

compassingproperty,pricesandprofit,whichresolvesinter-group

conflicts. Under stakeholderism there would be no such mecha-

nism. If everybody is responsible then nobody is; if we all own

property then nobody can claim exclusive use of it. Imagine the

deadlockthatwouldoccurinplantrelocationandtheinnumerable

groups that would have to be satisfied before a decision could be

reached.Indeed, the incoherence ofthestakeholder theory can be

shown by an application of a famous demonstration in social sci-

ence and democratic theory – the Arrow theorem.13 Ifthere are at

least three possible decisions and three voters and the matter is

voted on one by one, ‘cycling’ results: no determinate winner

emerges but three different ones and the matter has to be settled

by a ‘dictator’. This can only be avoided in rare circumstances,
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circumstances unlikely to be reproduced in a company. Evan and

Freeman seem to be aware of the problem of competing and in-

commensurable group interests but their suggestion for resolving

such issues – the appointment of a ‘metaphysical director’ – is

laughable. Of course, in a regular company the matter is settled by

property and contract and there is a grisly consistency in the stake-

holder theorist’s recommendation of the replacement of conven-

tional company voting by one share, one vote with one person,

one vote. But the firm is not a democratic organisation.

All this is not to say that the idea of a stakeholder is completely

misguided. It would be prudent for owners to treat people as if

they were not easily dispensable labour units but had some signif-

icant role in the company quite apart from any property interests

they may, or may not, have in it. Indeed, contractual relationships

are by no means exclusively understood in terms of property. But

all this is a matter of prudence not ethics, good business practice

not metaphysics. And although ownership and contract are deci-

sive they should not swamp all other considerations, especially if

we are talking about those conventions and moral practices that

predominate in business.

Takeovers

What really distinguishes Anglo-American capitalism from its ri-

vals is its preference of the takeover method of industrial reorgan-

isation and its use as a device for ensuring good management.14 It

might be the case that other forms of capitalism, perhaps those

concerned more with communal obligations than shareholder
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value or with market share rather than profit and loss, do well

without it. As measured by transactions costs, the takeover

method might look, superficially, an expensive way of ensuring

good conduct and the elimination of rent-seeking and oppor-

tunism. But the method has to be carefully analysed.

There are two major areas of interest for business ethics in the

takeover mechanism. As the venue for shareholder value it raises

the moral question of individualism. Does the pursuit of self-inter-

est here eliminate all other values that might have significance in

the maintenance of a free society and does the disruption to peo-

ple’s lives that it sometimes causes undermine social stability,

order and predictability? Are some people who are the likely vic-

tims of the process, especially holders of firm-specific human cap-

ital (those whose skills are only appropriate for one firm), treated

merely as means to advance the ends of others, a breach of Kant’s

fundamental principles of ethics? A second, logically distinct

though related question is that of human conduct in the takeover

process itself. Certain actions have provoked great hostility; I refer

here to golden parachutes, greenmail, ‘two-tier takeovers’ (and the

treatment of small shareholders) and the accumulation of debt as

the most controversial examples. Some of the problems of the

takeover are economic and the critics have challenged its efficiency

properties. Takeovers lead to short-termism and underinvest-

ment: there is no invisible hand that guarantees a neat harmony

between individual gratification, it is claimed. How is it that some

highly successful economies, notably Japan and Germany, have

until very recently abjured the takeover’s relentless individualism?

In fact, the takeover method is simply an extension of the free-

dom that the market guarantees and while debate has centred on

the current wave, dating from the 1980s, there have been periods
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in history, in the early twentieth century for example, when it was

even more intense. It occurs largely because someone notices that

a company is being undervalued by the market and this rival en-

trepreneur thinks he can manage the assets better, that is, ensure

greater shareholder value. He offers a premium to the existing

market price and takes the company over. He probably dismisses

staff, reorganises the firm and spins off unwanted parts, often to

pay off the debt that the deal incurred. In the 1980s some

takeovers were clearly a response to earlier inefficient takeovers

that were management-driven and had led to inefficient conglom-

erates. In the 1980s, predators such as T. Boone Pickens sensed

this and restored the original fiduciary duties of managements.

They had failed to return money to stockholders but had em-

barked on ambitious expansions. Even more controversial were

the sharks who broke up perfectly viable companies.

It is difficult to see anything wrong economically or morally

with this. Indeed, a large part of America’s current economic suc-

cess can be traced to the massive industrial reorganisation that

took place in the 1980s and 1990s. People like Michael Milken,15

who struck fear into established corporate managements with the

junk bond method of corporate finance, were acting on behalf of

the long-neglected stockholder. The ‘victims’ of all this were not

the workers, whose employment prospects expanded rapidly, but

rent-seeking managements who slowed the process up in America

by spearheading a campaign against the new methods; they were

active in ensuring that most of the American states passed anti-

takeover statutes in the late 1980s. Those countries that spurned

the technique suffered accordingly. But it is spreading; in Italy
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Olivetti pulled off a spectacular reverse takeover of the privatised

telecomunications company. Even the powerful Agnelli family

could not resist the lure of shareholder value. And in Germany the

most expensive takeover in history, Vodafone’s capture of Man-

nesmann, was achieved against tremendous stakeholder pressure.

What was significant here was that it occurred after a group of

shareholders threatened legal action to compel the management

to fulfil its fiduciary duties. Even Japan has had a similar experi-

ence. The British company Cable and Wireless took over its priva-

tised telecommunications industry against strenuous local

opposition which included a rival Japanese bid. In Japan, share-

holders are treated very badly by incumbent and irremovable

managements. They are kept out of any control of the company,

often by criminal acts, and are paid derisory dividends. Of course,

shareholders’ reliance on capital gains came to an end in 1990 with

the collapse of the Tokyo stock market.

It is true that a lot of money is made out of takeovers,

especiallyby financialand legal intermediaries.Andshareholders

do not gain equally. It is the stockholders of the target company

who are the main beneficiaries; they have to be persuaded

financially to part with their shares. And some of these rewards

offend the prevailing egalitarian sentiment. But there need be no

breach of justice. Anglo-American markets are remarkably open

and fluid. Any immorality comes from incumbent managements

who construct amazingly complex defence mechanisms against

the raider, all of which deprive the stockholder of what is

rightfully his. Again, two-tier takeovers (forbidden by the British

Takeover Code) in which a higher price is offered to the

stockholders who are required to sell in order for control to be

achieved are not reprehensible. Shares command different prices
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at different times and it is a matter of first come, first served.

The most bitterly fought tactic is the poison pill, forbidden by

the remarkably effective British Takeover Code. In this the articles

of association, or charter, of a company are altered so as to make a

takeover very costly. It is often used by management to benefit a

suitor which it favours. This happened with the Warner capture of

Time when Paramount had made a better offer. The pill here was

upheld by the Delaware courts and this led to a slowdown in

American takeovers.

Golden parachutes look unnecessary and seem to illustrate

corporate greed on the grand scale. But they have a rationale. A

raider might find it in his interests to buy off incumbent employ-

ees of the target company; they are often in a position to make the

transition to new ownership difficult. Of course, it could occasion-

ally be in the interests of opportunistic management to provoke a

takeover in order to secure golden parachutes. But here what is re-

quired, as in so many other aspects of corporate government, is

vigilant shareholders. To rely on external business ethics, which is

often followed by coercive law, would be to undermine the com-

pany and the property rights it embraces.

The same applies to greenmail. This is where a potential raider

is bought off with a higher price for his stock than is available to

other owners. Despite the connotations of blackmail and ruthless

self-interest, the ethical critics have the wrong target in mind. The

guilty party is not the greenmailer, who is merely putting out a sig-

nal about the company, but the managements who often load a

company with debt to ward off an unwelcome advance. They

should simply refuse to pay and wait to see what happens. As in all

these cases, business has every interest in developing appropriate

rules and competition is the best guarantee of fairness.
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Conclusion

Conventional business ethics overlooks the capacity for self-regu-

lation on the part of business. Good ethical conduct does not re-

quire a change in the moral personality, it simply requires the

capacity in business agents to follow those conventions which are

to their long-run advantage. It requires that they be prepared to

forgo opportunities to make immediate gains in the interests of

sustaining these rules and conventions that make for long-run suc-

cess. Normally, instant and objectionable profits arise in cases like

the environment where property rights are not well defined. It

may be difficult to persuade a person to act morally if he is never

likely to see the victims of his short-sighted action, or take part in

repeat games, but in such circumstances it is wise for the business

community itself to devise those rules which automatically chan-

nel the natural desire for self-improvement in socially optimal di-

rections. As David Hume said: ‘as it is impossible to change or

correct anything material in our nature, the utmost we can do is to

change our circumstances and situation, and render the obser-

vance of the laws of justice our nearest interest and their violation

the most remote’.16 The generic moral code, from which Humean

conventions derive their ethical validation, is the only one capable

of uniting the varieties of capitalism under a common set of moral

principles. And that is the only business ethics that globalisation

requires.
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Five years is but a moment in the life of a country like ours. But

within the last five years the Labour Party’s view of the market has

been transformed. From a position of hostile engagement, the

party is anxious to display its newly acquired market-friendly cre-

dentials. I remain fully supportive of this most fundamental of

changes. But I would like to use this paper to place a question mark

against the idea that The Market Rules, OK. I do so because it is a

misreading of our history to think that that has ever been the posi-

tion of the market, even under the heyday of Victorian capitalism.

But the question mark is there for a second reason. While a fully

paid-up member of the market brigade, I believe there are some

areas of provision where the market cannot achieve socially desir-

able goals. I wish to illustrate one such area by looking at the best

ways to achieve a universal minimum pension provision in this

country.

The Victorian ideal

Much revisionist effort has been expended over the past few

decades in considering how purely laissez-faire Britain was during

part of the last century. I leave it to others to summarise this de-

bate. What I wish to do here is to stress two aspects of that debate

about markets which are missing from today’s discussions.
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Markets in the heyday of Victorian capitalism were buttressed

by a set of moral beliefs which attempted to enforce a strict code

on those operating in the market. The market was also buttressed

by a substantial and growing non-market sector. The moral code,

of course, came in the form of Christianity. There is no point at-

tempting to gauge the extent of belief in Victorian times. What we

can observe, however, is the extent to which Christianity’s pre-

cepts were conformed to in public and private life, and how the el-

ementary values such as honesty in the drawing up of contracts,

for example, were informally enforced. The breaking of one’s word

could and did lead to an expulsion from the club.

The virtual collapse of Christianity as a system of belief in this

country has led governments to attempt to regulate the market in

different ways. Parliament has recently put on to the statute book

a new Financial Services Authority which will attempt to enforce

basic rules of honest behaviour in a way Victorians managed to do

voluntarily. And, irony upon irony, the one person who has most

successfully challenged the dominance of the market has been the

pro-marketeer Conservative thinker Brian Griffiths. He, more

than anyone else in recent times, has helped shape a debate which

emphasises the importance of markets being operated by moral

individuals. There have, of course, been Christian Socialist cri-

tiques of the market. But no one has had the impact on debate, and

for good effect, that Brian Griffiths has achieved.

The operation of the market in Victorian times was not only

gated by a nation of professed Christians. The political community

also emphasised the value and importance of a growing non-mar-

ket sector. Not only was this a time when the modern structure of

local government was established but Victorians, in various de-

grees of enthusiasm, welcomed the existence of friendly and mu-
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tual societies, as well as trade unions. In modern day parlance they

saw these bodies as key parts of civil society, important in them-

selves, but important also as bulwarks against central government

power and therefore an essential part of a strong democracy.

The political class also lent weight to these counterbalancing

forces to market dominance. By the third quarter of the nine-

teenth century much of the political elite was obsessed by attempts

to ensure that the rise to respectable society of the skilled working

class was extended still further along the class base of this country.

How to spread this success became a key concern in policies to

tackle the Condition of the People question.

Three political groupings gave strength and force to the direc-

tion of these policies. The Tories had always possessed a paternal-

istic wing. Liberalism was fast beginning to outgrow the

constraints of the Gladstonian approach to political activity. And,

by the turn of the century, the advent of the Labour Party was

there for all who wished to observe. Each of these three political

forces defended the existence of, and sought ways of nurturing, the

non-market sector of civil society.

Damaging ideas

During the twentieth century, by contrast, both the left and the

right launched damaging attacks on the best functioning of the

market. Labour’s contribution on this front came largely from its

insistence,untilrecently,onholdingClauseIVofitsconstitutionas

a legitimate end of political activity. I leave aside how undesirable

it would be to live in any society which took Clause IV, part IV (to

give it its full billing) to its logical conclusion.

Little noticed, but much more damaging, were the practical
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conclusions which were drawn from the Clause IV debate. It

assumed that the economic problem had been solved. The crucial

question was one of a fair distribution of what the economic

system produced. And to give this debate a further twist, as if that

was what was required, R. H. Tawney, the most influential of

twentieth-century socialist writers in England, emphasised that

the whole economic system be run on the basis of service, rather

than reward.

The embrace by the right, for a significant period, of Keynesian

ideas also directed attention away from the functioning of the

economy, to questions of its fine tuning. For decades British politi-

cians became obsessed with demand-side issues, when the discus-

sion should have been directed to the supply side of the economy:

how to shift resources from a declining industrial base into new

areas of growth and opportunities. Naturally, enough reaction

against the dominance of demand-side policies has occurred. And,

as with most swings of the ideological pendulum, this one has

probably gone too far.

Non-market rule OK?

One of the most fruitful ideas of the nineteenth century was

whether it was possible to establish a national minimum below

which no member of society would fall. This is an ideal which still

awaits fulfilment.

One of the most important areas where there is much govern-

ment activity is in yet another attempt to extend pension provi-

sion in this country. Here two approaches are apparent.

The first is the long-established one of adding to existing pro-

vision, knowing that it will fall short of establishing a universal
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minimum. An alternative approach, and one I attempted to per-

suade the government to adopt while I was a minister, is to design

a scheme which holds out the possibility for the first time of gain-

ing a national minimum income in retirement free of

means-tested assistance.

The pension proposals

For the sake of simplification I will call the government’s proposals

‘Stakeholder Pensions’, and I will title the ideas I put forward as

minister the ‘Universal Protected Pension’. You will remember

that the government has a three-pronged approach to pension re-

form. A new State Second Pension will be established for those on

very low earnings up to £9,000 a year. For those workers crossing

this threshold, but earning below £18,500 a year, the government

is encouraging the private sector to introduce Stakeholder Pen-

sions. For those people who are retired and poor the government

has implemented a Minimum Income Guarantee. To all intents

and purposes this is a variant of the income support scheme which

it replaced, albeit at a more generous level of income.

The Universal Protected Pension I put forward is the only

workable scheme that guarantees to break the link between retire-

ment and poverty. The Universal Protected Pension, which will be

a single product, stands in contrast to the government’s approach

of a multiplicity of pension products all being sold under the title

of stakeholder pensions.

There are three other crucial differences between Stakeholder

and Universal Protected. In the first place, Universal Protected

Pension offers a pension guarantee which will ensure that all fully

paid-up contributors will have a pension well above the
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means-tested MIG level. The guarantee will be brought about by

combining the current pay-as-you-go National Insurance pension

scheme with a funded savings scheme.

Second, because the guarantee cannot for most people be

bought in the private market (the Richard Bransons of this world

would be able to afford the premiums for such a guarantee, but

they are unlikely to want a Universal Protected Pension), the

scheme envisages graduated contributions for this flat-rate guar-

antee. The graduated contributions will raise the funds to include

those who are at work, but at any one time on very low earnings, or

who are outside the labour market but whose role, such as caring,

is one which society wishes to reward by full membership of the

Universal Protected Pension scheme.

The third difference between the two proposed pension

schemes is that the Universal Protected Pension will be compul-

sory for all those in the labour market as they reach a certain age –

say 25. Compulsion will result in much lower charges than the one

per cent cap being set for the government’s stakeholder products.

Reducing this charge will make a significant difference to the size

of funds underpinning the pension guarantee. The government’s

insistence on one per cent is not a cap on contributions, but the

ceiling on charges on the whole of the monies being accumulated

via a stakeholder product, that is the capital as well as each annual

contribution. A one per cent cap, while sounding harmless

enough, will still lead to a loss of in excess of 20 per cent of the total

sum saved over a working life in a stakeholder pension.

Each of the many focus groups that companies have staged on

stakeholder pensions has found that the one thing contributors to

the groups most wish is to gain a pension guarantee. These con-

tributors simply did not understand what was being meant by the

c a p i t a l i s m ,  m o r a l i t y  a n d  m a r k e t s

84



sums being bandied about on the likely pension to be gained from

a stakeholder product. Now, thanks to the calculations the Gov-

ernment Actuary undertook for the Social Security Select Com-

mittee, and the detailed work the Financial Services Authority has

produced on the stakeholder decision trees, it is possible to com-

pare current pension provision on the one hand, and the pension

outcomes under the two proposed pension schemes.

The current pension provision and the Universal Protected

Pension provision after 40 years, revalued back into today’s prices,

produced the following levels of pensioner income. The state pen-

sion for a single person is £67.50 a week. The Minimum Income

Guarantee introduced by the government ranges for younger pen-

sioners from £78.45 a week to £86.05 a week for pensioners aged

80 and over. In contrast, the Universal Protected Pension would

offer a pension of £142.70 a week.

There are two important differences between the Stakeholder

andtheUniversalProtectedproposals.ThefirstisthatonlytheUni-

versal Protected proposal offers contributors the certainty of re-

maining freeofpoverty throughouttheirretirement.While some,

and I emphasise the word some, of the contributors to the Stake-

holderPensionwillinitiallygain a pensionabovethemeans-tested

MIGlevel,manyofthesepotentialpensionerswillsoonfallbackto

dependency on the MIG.Stakeholder pensions will be indexedto

prices.TheGovernmentActuarycalculationsfortheUniversalPro-

tected Pension assume that it will be raised in line with earnings.

The second difference between the two proposed pension

schemes stems from the compulsory nature of the Universal

Protected Pension and its guarantee to deliver a pension above

means-tested assistance level. Currently the government’s

Minimum Income Guarantee undermines much if not all of the
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attractiveness of taking out a Stakeholder Pension. Most people

for whom Stakeholder Pensions are targeted will not be able to

save enough during their working life to make themselves better

off than simply relying on the MIG when they retire. It does not

require great powers of prophecy to foresee the negative effect the

MIG will have on savings through the government’s stakeholder

scheme. In contrast, the Universal Protected Pension sends out a

very different message. Because of the nature of the guarantee,

every contributor knows that should they save additional money,

or if they invest any winnings or inheritance, the income from

these activities will be paid in addition to their Universal Protected

Pension. That guarantee cannot be offered under the govern-

ment’s proposals.

The difference between the two proposed pension schemes

can be seen clearly by taking a contributor on £14,000 a year – the

mid-point of the Stakeholder target group (see Table 1 on page 88).

Taking the calculations set out by the FSA, such a person con-

tributing over 40 years, and drawing a full National Insurance

pension, would have a combined income of £160.01 a week in

today’s prices. This sum would then only be increased in line with

prices.

In contrast the Universal Protected Pension offers a guarantee,

when combined with a National Insurance pension, of £210.20 a

week in today’s prices. Because the Actuary assumed that the

funded element of this pension would be linked to average earn-

ings growth once in payment, after 10 years this rises to £233.11

and after 20 years to £259.70 a week.

One last point is that the Select Committee concluded after re-

viewing the Government Actuary’s calculations on the contribu-

tions to the Universal Protected Pension that a 9.9 per cent
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additional employee contribution on top of existing National In-

surance rates makes it doubtful that people would be willing to

pay contributions at the necessary level. But the 9.9 per cent is a

gross figure. The government has already announced that rebates

will be paid to ensure that those earning over £9,000 a year do not

settle down to membership of the Second State Pension. The cur-

rent rebates to opt out of SERPs stand at 4.6 per cent. Such a re-

bate is likely to be offered to contributors moving from the Second

State Pension to the Stakeholder Pension. Assuming, therefore, an

equal rebate for a Universal Protected Pension, the weekly per-

centage contribution is reduced from 9.9 to 5.2 per cent.

Conclusion

Through the issue of compulsory saving for retirement and redis-

tribution within that saving I have tried to show how the debate

about markets can move on from a simple acceptance or rejection

of markets. Most people nowadays accept and embrace the huge

beneficial effects of a market economy. I am one of them. But in

some crucial respects, largely because of the inequality in earnings

that all market systems produce, a market cannot provide what

the community requires. One such example is a decent minimum

income in retirement.

I have here looked in detail at the two proposed pension

schemes. My analysis shows that the best buy for the community

is the compulsory proposals as opposed to the free market pro-

posals. Under a free market system the poor cannot save enough

to be clear of the poverty level of benefits that the community pro-

vides and, I would guess, considers an unsatisfactory income for

an elderly person. The alternative I have put forward is to make
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the poor save what they can and in return top up their contribu-

tions to give an acceptable pension. Where such a reform must en-

gage with the market is in the safeguarding of the assets built up

under the scheme, and in persuading people to save on top of their

Universal Protected Pension.

Table 1 Difference between Stakeholder and Universal Protected
Pensions

Stakeholder Universal Universal 
Pension Protected Protected 

Pensiona Pension with 
SERPS rebate 

Age at first contribution 25 25 25
Age at retirement 65 65 65
Annual earnings £14,000 £14,000 £14,000
Additional monthly
pension contribution £64.66 £82.90 £42.59

+Exchequer contribution £18.24 - -
+SERPS rebateb - - £40.31
Total monthly contributionc £82.90 £82.90 £82.90
Value of new pension per 

week at point of retirement £92.51 £142.70 £142.70
+ Basic state retirement pension £67.50 £67.50 £67.50 
Total weekly pension at 
point of retirement £160.01 £210.20 £210.20

Weekly pension 10 years 
after retirement £160.01 £233.11 £233.11

Weekly pension 20 years 
after retirement £160.01 £259.70 £259.70

a The plans for the Universal Protected Pension do assume that the standard rebate
for salary related occupational pensions will be invested in the scheme. However, for
comparison with Stakeholder this costing is done with rebates. 
b The rebate level is here assumed to be the standard rebate for salary related occu-
pational pension: 4.6 per cent of relevant earnings over the National Insurance band. 
c This is equivalent to a 9.9 per cent increase in Employee National Insurance, which
is the gross contribution (i.e. excluding SERPS rebates) that the Government Actuary
calculated was required for the Universal Protected Pension. 
d All National Insurance data is for 2000/2001. 
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