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Smith, Friedman, and Self-Interest in
Ethical Society

Harvey S. James Jr. and Farhad Rassekl

In this article, Harvey S, James and Farhad Rassekh examine
the writings of Adam Smith and Milton Friedman regarding
their mterpretation and use of the concept of selt-interest. They
argue that neither Smith nor Friedman considers selt-interest
to be synonymous with seltishness and thus devoid of ethical
considerations. Rather, for both writers self-interest embodies an
other-regarding aspect that requires individuals to moderate their
actions when others are adversely affected. The overriding virtue
for Smith in governing individual actions is justice; for Friediman

it 18 noNCoercion,

uppose a company president comes to the realization that the firm’s manu-
facturing operations, and those of competitors, discharge a harmful pollutant,
fnd the pollutant is not subject to the country’s environmental regulations.
What should the company president do? Suppose the company president
wanted to make the decision in accordance with the doctrines of Adam Smith
d Milton Fricdman as presented in a typical business ethics texthbook. What
would the action be? The most likely answer is that the doctrines of self-inter-
Fest and profit seeking would advise the president to conceal the information
fand continue with business as usual. Is this an accurate assessment of Smith
d Friedman?
Adam Smith maintains chat market participants, in pursuit of their selt-
interests, are guided by an “invisible hand”™ and thus unknowingly benefit
gsociety. Closely related to Smith’s doctrine is a thesis put forth by Milton
 Friedman that the “social responsibility of business is to increase its prot-
its.”! Implicit in Friedman’s thesis is the Smithian doctrine that the pursuit
of profit is beneficial to society. It is common in many business ethics
E textbooks to find Smith and Friedman interpreted as tollows: People shonld
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pursue their self-interests; businesses should do whatever improves their fi-
nancial position, even if others are harmed; and in some way the “invisible
hand” ultmately makes the effects of such actions right for society. Is this
mterpretation correct?

In this chapter we examine both Smith’s doctrine and Friedman’s
thesis, particularly as they relate to the role of selt-interest and to the
modern notion of business ethics. We are motivated by the fact that virtu-
ally every textbook in business ethics devotes at least a section to Smith
in connection with the role of self-interest in capitalism and a section to
Friedman in relation to the social responsibility of corporations. How-
ever, many of these presentations are often a confusing explanation of
self-interest and how Smith and Friedman interpret and use that concept.
Many textbooks at best make an incomplete presentation of Smith and
Friedman; at worst, they misrepresent them. We find this curious. Modern
scholarship on Smith acknowledges his belief that self-interest must be
tempered by virtues such as justice. And Friedman at least on one occasion
has expressed his unhappiness regarding the interpretation of his position
on social responsibility.”

We intend to present Smith and Friedman based on their writings and to
show that self-interest, as expounded by Smith and Friedmap, is not the same
as_selfishness but rather has a moral and other-regarding component. To be
clear, we argue that both Smith and Friedman would agree that the company
president, when faced with the environmental problem outlined above, oughe
to inform the public and accept the consequences. And this course of action
would be consistent with both Smith’s and Friedman’s interpretation of self-
interest and its role in a market economy.?

Why is an accurate interpretation of Smith and Friedman important?
The Smithian analysis of the pursuit of self-interest represents one of the most
intluential doctrines in the history of ideas, forming the foundation of the
market system. Similarly, Friedman’s analysis of corporate social responsibil-
ity represents one of the most controversial ideas in modern business ethics.
Consequently, it behooves all individuals—particularly textbook writers and
instructors who teach and critique—to understand Smith and Friedman ac-
curately and completely regarding their interpretation of the nature and role
of self-interest in society. Only then is it fair to conduct a normative evaluation
of Smith’s and Friedman’s arguments.

This chapter is organized as follows: It presents a textbook treatment
of Smith and Friedman; examines the concept of self-interest in Smith’s
writings; analyzes Friedman’s thesis on social responsibility, particularly as
an application of Smith’s advocacy of self-interested behavior; and offers a
concluding note.
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Swmith, Friedman, and Self-Interest in Ethical Society 95

TEXTBOOK TREATMENT OF
ADAM SMITH AND MILTON FRIEDMAN

i Consider two quotes from Smith and two from Friedman that are well known
 and form the basis tor the popular characterizations ot how they view self-
& interest. In An Inquiry into the Nature and Causes of the Wealth Nations (WN),
E published in 1776 [1981], Smith outlines how markets operate, particularly
e with respect to the role of self-interest in society. In the first quote, Smith
- explins why self-interest is necessary, and in the second he shows how the
pursuit of self-interest, via the invisible hand, benefits society:

It is not trom the benevolence of the butcher, the brewer, or the baker, that
we expect our dinner, but from their regard to their own interest. We ad-
dress ourselves, not to their humanity but to their own interest.?

As every individual, theretore, endeavors as much as he can to employ his capital
in the support of domestick industry, and so o direct that industry that its pro-
duce may be of the greatest value; every individual necessarily labours to render
the annual revenue of the society as great as he can. He generally, indeed, neither
intends to promote the publick interest, nor knows how much he is promoting
it. By preterring the support of domestick to that of foreign industry, he intends
only his own security; and by directing chat indusery in such a manner as its
produce may be of the greatest value, he intends only his own gain, and he is in
this, as in many other cases, led by an invisible hand to promote an end which
was not part of his intention. Nor is it always the worse for the society that it
was no part of it. By pursuing his own interest he frequentdy promotes that of
the society more eftectually than when he really intends to promote ic. 1 have
never known much good done by those who affected to trade for the publick
good. It is an affectanion, indeed, not very conimon aimong merchants and very
few words need be employed in dissuading them from it

What does Smith mean by regard to one’s own interest? Why is the pur-
suit of selt-interest necessary in a market economy? Does Sinith place any re-
striction on the pursuit of self-interest? Typical answers to these questions trom
business cthics textbooks are as follows: “Smith believed that only through
egoistic pursuits could the greatest economic good for the whole society be
produced.” Later in their text, Shaw and Berry explain, “Smith reasoned that
the greatest utility will result from unferrered pursuit of self-interest. . . . Govern-
ment interference in private enterprise should be eliminated, tree competition
encouraged, and economic self-interest made the nle of the day,” which “resules
in the greatest benefit to society”” [emphasis added]. Similarly, Buchholz and
Rosenthal state that the “pursuit of one’s own selfish ends, without outside
interference, is believed to result in the greatest good tor the greatest number
of people”™ [enmiphasis added].Velasquez remarks that Smith’s definition of self-
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96 Harvey S. James Jr. and Farhad Rassckh

interest fails to recognize that “human beings regularly show a concern for
the good of others and constrain their self-interest for the sake of the rights of
others.”” The idea is that nothing more than the pursuit of one’s self-interest,
with self-interest defined in narrowly egoistic terms, is necessary for a market
economy to function well, since an invisible hand will guide such actions so as
to produce positive effects for society.!

Now consider Friedman’s application of Smith’s principle of self-interest
to the issue of corporate social responsibility. In the first quote, which comes
trom Capitalism and Freedom, Friedman defines the social responsibility of
business. In the second, trom an article entitled “The Social Responsibility of
Business Is to Increase Its Profits,” he gives his reason.

There is one and only one social responsibility of business—to use its re-
sources and engage in activities designed to increase its profits so long as it
stays within the rules of the game, which is to say, engages in open and free
competition, without deception or fraud."

In a frec-enterprise, private property system, a corporate executive is an
employee of the owners of the business. He has a direct responsibility to his
employers. That responsibility is to conduct the business in accordance with
their desires, which generally will be to make as much money as possible
while conforming to the basic rules of the society, both those embodied in
law and those embodied in ethical custom.’

Friedman also says that a social responsibility other than to generate as
much profit as possible for business owners is a “fundamentally subversive
doctrine.”** What does Friedman mean when he says the pursuit of profits is
the only responsibility of business? Textbook answers to this question vary, but
generally reflect the idea that Friedman’s argument “attempts to ground busi-
ness ethics . . . in the profit element only”'* and is a “declaration of profits over
ethics”'® {emphasis added]. Primeaux states that “Friedman’s ethical imperative
. .. is too myopic, too focused on bottom-line accounting profits alone”'® |emphasis
added]. And Buchholz states that

the social and ethical responsibilities of business are exhausted in terms of
marketplace performance. As long as business performs its economizing
functions well, it has fulfilled 1ts social and ethical responsibilities and noth-
ing more need be said. Thus [this] view of ethics . . . does not necessitate any
conscions ethical considerations of business’s responsibilities to society or to the
enviromment other than successful economic performance. Ethics is totally
captured by the notion of economizing.!” [emphasis added)]

Similarly, Velasquez says that Friedman’s position on profit and ethics “can
be ... used to justify a manager’s unethical or illegal conduct”'® Jemphasis added|.
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Smith, Friedman, and Sclf-Interest in Ethical Society 97

Hay and Gray equate Friedman with the dictum “let the buyer beware,” mean-
ing managers “are not necessarily concerned with product quality or safety,
or with sutficient and/or truthful information about products and services.”"
According to these authors, Friedman says that it is justifiable for businesses
to pursue any actions that increase profits since businesses” only function is to
generate profits for stockholders. Any consideration other than profits is against
the interests of business owners.

Popular_interpretations of Smith and Fricdman suggest that selt-interest is
devoid of ethical and other-regarding considerations. As we show below, how-
ever, these mterpretations retlect a widespread misconception of what Smith
and Friedman actually say.?” A careful reading of Smith and Friedman will show
that their use of the principle of selt-interest is consistent with ethical conduct
and that they never advocated the pursuit of one’s interest to the detriment of
Jdndividuals and sqciety Below we present a brief analysis of the Sinithian system,
including what Smith considered to be the proper behavior in business. This
analysis leads us to Friedman’s thesis on corporate social responsibility.

ADAM SMITH’S ANALYSIS OF SELF-INTEREST

Smith is generally known for his economic treatise The Wealth of Nations. But
to understand Smith’s social design, one would have to begin with his carlier
book, The Theory of Moral Sentiments (TMS), published in 1759, which he con-
sidered to be a superior work to WN.?' Although TMS is a work on moral
philosophy, it lays down the foundation for a social system to which Smith
devoted his entire intellectual energy. An important element of Smith’s social
design is a proper political-economic system, which he analyzes in WIN where
he describes, inter alia, the operation of matkets and the role of government.
To understand Smith’s political economy, one must study his moral philoso-
phy, otherwise his overall social system will be incomplete, misinterpreted, and
wisunderstood.??

In recent years, numerous books and articles have carefully delved into all
writings of Smith and, as a result, accurately present Smith’s ethical and eco-
nomic systems. A sample of such scholarship on Smith includes Werhane, Muller,
Brown, and Young, as well as many papers by Evensky that are reterenced in his
1993 article.”® In spite of the extensive contemporary examinations of Smith’s
moral philosophy and economics, many ot the insighes these scholars provide are
not yet fully incorporated into mainstream business ethics literature. Hence, we
present somne essential poings that are indispensable in understanding Smith,

Smith accepts as a matter of fact that we are endowed with many impulses,
including self-love. But he maintains that we are also endowed with the capacity
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to exercise self-command to contain our passions when the pursuit of self-love
injures other people. Self-command plays a central role in Smith’s ethical system,
and it is a key to understanding his interpretation of self~interest as a proper
motive for individual behavior.?® “Self-cominand is not only itself a great virtue,
but from it all other virtues seemn to derive their principal luster.’?

While the virtue of self-command moderates one’s actions, the approval
of an action, according to Smith, depends on the judgment of an imaginary
figure, the “impartial spectator” The following excerpt from TMS illustrates

Smith’s application of the impartial spectator in his ethical system.

There can be no proper motive for hurting our neighbor. .. . To disturb his
happiness merely because it stands in the way of our own, to take from him
what is of real use to him merely because it may be of equal or of more
use to us, is what no impartial spectator can go along with. ... In the race for
wealth, honors, and preferments, he may run as hard as he can, and strain every nerve
and every muscle, i order to outstrip all his competitors. But if he should justle, or
throw down any of them, the indulgence of the spectators is entirely at an end. It is a
violation of fair play, which they cannot admit of ¥ [emphasis added)

Clearly, Smith disapproves of actions that injure other people. An indi-

vidual motivated by selt-love “to outstrip all his competitors” in the pursuit
of “wealth, honor, and preferment” ought not to “justle, or throw down any
of them.” This principle permeates Smith’s entire social and ethical systems,
including his economics.

Smith expounds the doctrine that market transactions motivated by indi-
vidual interests can benefit others. Although this doctrine figures prominently
in WN, the genesis of the idea that self-interest drives market transactions is
introduced in TMS.?® The reason Smith appeals to self-interested motives in
the market, according to Jacob Viner, is that Smith considers market exchanges

-to be mechanical and generally anonymous in comparison with social rela-

tions within families and between friends.?” Sentiments such as sympathy and
benevolence, which are prevalent in social behavior and familial relationships,
are “insufficiently strong as a disciplinary force, and selt-interest, inoderated by
an inner sense of justice as well as by politically enforced justice, would be the
ominant psychological force” in market exchanges.™
Twao cructal points about self-interest emerge in Smith’s writings. The first
is that the pursuit of self-interest is bound by the laws of justice:

All systems either of preferences or restraint, therefore, being thus com-
pletely taken away, the obvious and simple system of natural liberty estab-

lishes itself of its own accord. Every tian, as Jong as he does not violate the laws

ustice, is left perfe e to pursue his own interest his 3 i
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both his industry and capital into competition with those of any man, or
order of men.? [emphasis added)|

Viner notes that to Smith “justice is a negative virtue; it consists of re-
fraining from injury to another person and from taking or withholding from
another what belongs to him. . .. Smith considered justice, so understood, to
be the necessary foundation of a viable society”™ Advancing one’s interest at
the expense of others is unacceptable because to “hurt in any degree the inter-
est of one order of citizens for no other purpose but to promote that of soime
other, is evidentl o that justicg : ; which the
sovereign owes to all different orders of his subjects.”™
" The second point is that in Smith’s mind there is a sharp distinction be-

selishnes el st. Raphael and Macfie point out that “Smith
recognizes a variety of motives, not only for actions in general but also for
virtuous action.”** These motives include self-interest or, to use the eigh-
teenth-century term, selt-loye, It is this, not “selfishness,” that comes to the
fore in WN. Smith dismled the two expressions, using “selfishness” in a G
pejorative sense tor such selt-love as issues in harm or neglect of other people.
I fact, Smith believes “that to feel much for others and little for ourselves, that
to restrain our selfish, and to indulge our benevolent attections, constitutes the
perfection of human nature; and can alone produce umong mankind that harmony
of sentiments and passions in which consists their whole grace and propriety”*
[emphasis added|. In short, Smith believes that selfishness is a vice to be avoided
and that social harmony depends upon restraining selfishness and indulging
benevolence.

The application of the foregoing argument in business is that for self-
regarding actions to promote society’s interest, businesspeople must refrain from
injuring others, in the sense that business must be conducted without deception,
fraud, or political rent-secking (i.c., lobbying the government for favors and con-
cessions). These actions violate the Jaws of justice and benefit one group only at
the expense of another group—society’s interest will not be advanced.™

As an example of political rent-seeking, consider restrictions on inter-
national trade. These restrictions benefit import-competing industries at the
expense of consumers and export industries. Tarifls often provoke retaliation
thereby reducing exports. Even in the absence of retaliation, tariffs hurt export-
ers because they generally reduce import payments, causing an appreciation
of domestic currency, thereby making exporters less competitive on world
markets. Moreover, restrictions on international trade will lead to higher prices
and fewer choices for consumers. Smith condemned political rent-secking by
businesses because of the harm it inflicts on others.” Political rent-sceking
amounts to “‘justling” or “throwing down” competitors rather than trying to
“outstrip” them by improving quality and lowering prices.
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100 Harvey S. James Jr. and Farhad Rassekh

In business, the invisible hand leads every individual who wishes to gener-
ate the greatest value for himself to adhere to the desires of consumers, produc-
ing what society values the most. Thus businesspeople attempting to generate
profit (or to avoid losses) unintentionally maximize the economic interests
of society.™ Moreover, competitive behavior, driven by self-interest, results in
lower prices or higher quality, as well as the introduction of new products in the
market. This process, however, often harms those who are outcompeted because
consumers prefer efficient producers to the inefficient ones in the market.

Smith resolves this conflict of interest between buyers and inefficient
producers by siding with “the great body of the people to buy whatever they
want of those who sell it cheapest” as opposed to the interests of “merchants
and manufacturers”® To elaborate, suppose firm A figures out a way to pro-
duce less expensively what firm B is producing. If A does not enter this market
because B will be (likely) hurt, then society will be deprived of lower prices
or higher-quality products. In the Smithian system, self-interest motivates A
to enter the market, which advances consumers’, and thus society’s, interests.
Smith, however, makes it clear that the competitive process must not involve
unethical behavior such as deception and political rent-seeking. These actions
not only redistribute benefits, they actually reduce them because time and
talent that were spent on devising a scheme could have been spent on some
other (beneficial) activity.

[n summary, Smith presents a social paradigim whose harmony depends on
benevolence (i.c., disposition to do good) and whose survival depends on jus-
tice (i.e., refraining from injuring others). He regards the pursuit of self-interest
as an efficient way of organizing economic activities, which benefit the society
provided that it is restrained by self~command and moderated by inner justice
as well as by administratively enforced justice. Thus, “Smith’s ideal economic
actor is a person of goodwill, prudence, and self-restraint who operates both
cooperatively and competitively in a social and economic milieu based on a
foundation of morality, law, and justice””* Market mechanisms can effectively
transform self-interested actions into socially beneficial outcomes if selfishness
is avoided and justice s observed.

MILTON FRIEDMAN’S ANALYSIS OF SOCIAL RESPONSIBILITY

A careful reading of Milton Friedman regarding self-interest and the social
responsibility of business shows that his philosophy is grounded in the writ-
ings of Adam Smith. In particular, Friedman’s interpretation and application
of self-interest to profit seeking also embodies restrictions that individuals are
ethically required to observe. To understand Friedman’s views on self-interest
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Smith, Friedinan, and Self-Interest in Ethical Society 104

and the pursuit of profit, one must understand his philosophy as detailed in
many of his writings.

Friedman believes the political-economic problem involves designing a
social system that effectively coordinates the activities of people. “The basic
problem of social organization,” explains Friedman, “is how to co-ordinate the
economic activities of large numbers of people”*' He then explains the two
fundamental approaches
central planning because it necessarily involves some degree of cocrcion by
the state.

Eriediman takes the “freedom of the individual, or perhaps the family, as

central planning and market processes. He rejects

[the| ultimate goal of judging social arrangements.”** For him, social processes
that increase individual freedom should be encouraged while those that are
restrictive or coercive should be avoided. Thus, freedom is_the fundamental
giterion by which ene should judge individual actions. Freedom also forms
the basis for Friedman’s interpretation of self-interest as a motivation for hu-
man action.*’

Because Friedman values individual freedom so highly, he strongly ad-
vocates market mechanisins characterized by voluntary exchanges between
individuals. The “key insight of Adam Smith’s Wealth of Nations,” according
to Friednxan, is “if an exchange between two parties is voluntary, it will not
take place unless both believe they will benefit.™* Voluntary exchange means
“individuals are effectively free to enter or not to enter into any particular
exchange”® This is important because “voluntary exchange is a necessary
condition for both prosperity and freedom.”** The result of such voluntary
exchanges, however, goes far beyond the creation of economic wealth. There
are many complex and sophisticated areas of human life thac arise out of vol-
untary interactions among individuals, such as language, scientific knowledge,
culture, and social conventions.?’

Fricdiman makes it clear that self-interest, motivating individuals to enter
into exchange relationships, should not be interpreted narrowly given the
pervasiveness of the economic and social eftects of voluntary exchanges. There
isa

broad meaning that must be attached to the concept of “self-interest.” Nar-
row preoccupation with the economic market has led to a narrow interpre-
tation of self-interest as myopic selfishness, as exclusive concern with im-
mediate material rewards. Economics has been berated for allegedly drawing
far-rcaching conclusions trom a wholly unrealistic “economic man” who is
little more than a calculating machine, responding only to monetary stimuli.

That is a great mistake. Self-interest is not myopic selfishness. Tt is whatever it

is chat interests the participants, whatever they value, whatever goals they
pursue.* [emphasis added|
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102 Harvey S. James Jr. and Farhad Rassckh

Because Friedman does not equate self-interest with selfishness, his in-
terpretation s consistent with Adan Smith’s on the other-regarding nature of
self-interested behavior. But Friedman goes beyond the recognition that self-
interest does not imply selfishness. He also recognizes the ethical and other-
regarding dimension of decision making,.

[In] a society freedom has nothing to say about what an individual does
with his freedom; it is not an all-embracing ethic. Indeed, 2 major aim . . .
is to leave the ethical problem for the individual to wrestle with. The “re-
ally” important ethical problems are those that face an individual in a free
sociecy—what he should do with his freedom. There are thus two sets of
values . . . the values that are relevant to relations among people, which is the
context in which he assigns first priority to freedom; and the values that are
relevant to the individual in the exercise of his freedom, which is the realm
of individual ethics and philosophy.*

Friedman maintains that a balance between individual freedom and in-
dividual moral responsibility is necessary in any free society. The freedom that
Friedman advocates is not “all-embracing” Rather, individuals have a moral
obligation to “wrestle with” the ethical implications of their decisions and to
exercise self-restraint when necessary. For this reason, Friedman states,“freedom

is a_tenable objective only for responsible jndividuals.””™ Furthermore, “abso-

ute_freedopis i s] owever attractive anarchy may be as a philosophy,

it is not feasible in a world of i11¥per£}e{ men. s freedoms can conflict, and
when they do, one man’s freedom must be limited to preserve anothers.”' H

then cites a statement by an unnamed Supreme Court Justice who said that
“my freedom to move my fist must be limited by the proximity of your chin.”>
On another occasion, Friedman reiterates his belief that “freedom cannot be
absolute. We do live in an interdependent society. Some restrictions on our
frcedom are necessary to avoid other, still worse, restrictions.”>

Friediman believes that the ethical responsibility of individuals in the exer-
cise of their freedoms requires that they take into consideration the involuntary
costs or harms they impose on others. He calls these costs “neighborhood” or
“external” effects, and he defines them as “arbitrary obstacles” that prevent oth-
ers “from using [their| capacities to pursue [their] own objectives.”* He also
argues that external eftects should be avoided because “it is difficult to identify
the effects on third parties and to measure their magnitude.”?

External eftects can be allowed only if those adversely affected by themn al-
low such actions, which they might under two conditions. First, they must be in-
tormed about the nature of the external eftects; second, they must be adequately
compensated or able to avoid the effects at relatively low cost. As an example,
Friedman tells of a polluter of a stream. He explains that “the man who pollutes
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astream is in effect forcing others to exchange good water tor bad. These oth-
ers might be willing to make the exchange at a price. But it is not feasible for
them, acting individually, to avoid the exchange or to enforce appropriate com-
Friedman distinguishes between harm caused by “external ettects,”

»56

pensation.
which he opposes, and the personal consequences of decisions individuals make
when they freely enter into risky transactions, which he accepts as necessary in
a free society. According to Friedman, the former reduces individual treedoms
while the latter does not. Thus, “everyone [is| free to go into any business, follow
any occupation, buy any property, subject only to the agreement of the other
parties to the transaction. Each |has| the opportunity to reap the benefits if he
succeeded, to suffer the costs if he failed. There [are| no arbitrary obstacles.™’
Therefore, in the absence of external effects, individuals voluntarily accept the
risks and consequences of the decisions they rather than others make. Friedman
says that there are “probably more losers than winners. . . . But for the most
part they went in with their eyes open. They knew they were taking chances.
And win or lose, society as a whole benefited from their willingness to take a
chance” Friediman argues that when actions involve external effects, the ques-
tion is not whether but how such actions should be restrained. He believes strongly
that individuals should limit their conduct with selt-restraint when possible.
Otherwise, it is the duty of government to intervene through “the enforcement
of contracts voluntarily entered into, the definition of the meaning of property
rights, Jand]| the interpretation and enforcement of such rights” in order “to
prevent coercion of one individual by another.”

The toregoing analysis leads us to Friedman’s discussion of the “social
responsibility of business.” Since actions that impose involuntary harm on
others are unacceptable, business actions must be examined in. the context of
whether they are voluntary and compatible with the freedom of those attected
by the decisions. In other words, if social responsibility icans that businesses
must take actions to positively affect society in some way, such actions must
require the consent of all atfected parties. And if some people are harmed by
the actions, then they must agree to be aftected (through compensation or
some other process, for instance). Otherwise, “what it amounts to is an asser-
tion that those who favor the [action] in question have failed to persuade a
mujority of their fellow citizens to be of like mind and that they are seeking
to attain by undemocratic procedures what they cannot obtain by democratic
procedures.””®

Although Friedmaun argues that business executives should focus on
profit maximization, he does not condone all beha
cial returns.®! Quit
Businesspeople 1

viors that increase finan-

aces four_restric on_profit seeking:

nir o decep-

=4

open and free competition.®? The last restriction
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means political rent-seeking and anticompetitive behavior in any form must
be avoided. For Friedman, social responsibility means pursuing one’s interests
(such as making a profit) without adversely interfering with the freedom of
others, so that everyone can freely enter into agreements “with their eyes
open.” These individuals would be fully aware of the risks and consequences
of their actions.

Indeed, Friediman has both teleological and deontological reasons for
advancing the thesis that business executives should pursue only profit and
stay away from actions that purport to promote society’s interests. On telco-
logical grounds, he argues that it may not be possible for businesspeople to
know what counstitutes society’s interests. Thus he asks, “[Clan selt-sclected
private individuals decide what the social interest is? Can they decide how
great a burden they are justified in placing on themselves or their stockhold-
ers to serve that social interest?”®® Therefore, Friedman is skeptical of the net
social benetits resulting from businesspeople intentionally seeking to promote
society’s interests.

On deontological grounds, Friedman believes that business actions, justi-
fied as “socially responsible,” violate specific duties of those pursuing the ac-
tions. For example, unless businesspeople obtain the consent of those atfected,
they violate the duty not to coerce others. Similarly, business executives have a
duty to act in the interest of those who hire and pay them (the stockholders).
If executives do not act in the interest of their employer, then they are coercing
them into financing a project that the owners do not want. “He [the business
executive] has a direct responsibility to his employers,” with the duty to act
in their interests.™! This does not mean, as some have argued, “Friediman is in
error when he maingains that a business can ignore its other commitments,”
such as obligations to employees or suppliers.®> Rather, it means that execu-
tives must recognize to whom their “primary responsibility” is directed. Those
affected by the business action should give their consent. Otherwise,

the corporate executive would be spending someone else’s money for a
general social interest. Insofar as his actions in accord with his “social re-
sponsibility” reduce returns to stockholders, he is spending their money.
Insofar as his actions raise the price to customers, he is spending the cus-
tomer’s money. Insofar as his actions lower the wages of some employees,

he is spending their money.*¢

Moreover, Friedman disapproves of the motives of businesspeople who
pursue actions under the “cloak of social responsibility,” even though the ac-
tions may be in the corporation’s interest, for example, when they “generate

goodwill as a by-product of expenditures”® He denounces such actions as
“hypocritical window-dressing” and as “approaching fraud,” although he ac-
t=d
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knowledges that “the attitudes of the public {may] make it in their interest to
cloak their actions in this way.”*

Friedman makes it clear that this argument applies only to companies in
which the decision makers are not the owners of the company. He distinguishes
between the “social responsibilities of individuals” and the “social responsibili-
ties of business.”*” The former requires individuals to examine and mitigate the
extent to which their actions harm others, while the latcer necessarily involves
more explicit duties by executives to specific individuals or groups, such as
stockholders. Thus, individual business owners and executives may voluntarily
donate their own money to charity or other philanthropic causes. “The situ-
ation of the individual proprietor is somewhat difterent. If he acts to reduce

-the returns of his enterprise in order to exercise his ‘social responsibility, he is

spending his own money, not someone else’s”” Indeed, this is the great ad-

vantage of a tree-market economy, according to Friedman, because “it forces
people to be responsible for their own actions and makes it dificult for them
to ‘exploit’ other people for either selfish or unselfish purposes. They can do
good—but only at their own expense.”””!

[n summary, Friedman believes that social benefits are achieved when in-
dividuals exercise their freedom without limiting the freedom of other people.
Thus, individuals have an ethical obligation to conduct their actions without
coercion, which requires the exercise of self-restraint. The principle of freedom
implies that if business owners want profits, they are entitled to earn them, or
to have employees they hire (and who agree to work for them) generate those
profits. Executives who use the firm’s resources to pursue any goal other than
protit will necessarily coerce some people (stockholders, workers, or consum-
ers) in the process, and it is coercion that Friedman objects to. Pursuit of profit
and only profit is entirely ethical as long as business owners or their managers
do not engage in illegal, deceptive, or fraudulent practices.

A FINAL NOTE

Adam Smith and Milton Friedman argue that the benefits to society are en-
hanced when individuals pursue their own interests. “But isn’t concern for
one’s self-interest the very heart of behavior that contlicts with ethical behav-
ior?” ask Bowie and Duska.”? The answer to this question is in the affirmative
when selt-interest is narrowly interpreted to mean selfishness. However, a care-
ful reading of Smith and Friedman reveal that thcy do not use rlu concept of
sclt—mtcnst in thls narrow sense, For Smith : i
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other-regarding aspect that requires individuals to moderate their actions when
others are adversely affected. It is this concept of self-interest that Smith and
Friedman advocate.”

QUESTIONS FOR DISCUSSION

1. According to the authors, how are Adam Smith’s and Milton Fried-
man’s conceptions of self-interest ordinarily treated? What conception
of self-interest does this lead to? Do the authors view this conception as
adequate?

2. Is there a difference between self-interest on the one hand and selfish-
ness on the other? What is that difference?

3. What is the relationship between self-interest and justice for Adam Smith?
What is the nature of justice? In what way 1s it a “negative virtue”?

4. What is the relationship between self-interest and freedom for Milton
Friedman? What role does social responsibility play in this? Does respect
for freedom of others constrain us morally? In what ways?

5. Is there a place for external compulsion in Friedman’s worldview? May
freedom be restricted for the good of society? How does selt-restraint
tactor into his analysis?

6. How does Friedman argue that profit seeking should be restricted?
7.What are the moral arguments offered by Friedman as to why business
executives should pursue only profit?

NOTES

1. Milton Friecdman, “The Social Responsibility of Business Is to Increase Its Prof-
its,” New York Times Magazine, September 13, 1970, 32.

2. Upon reading an earlier draft of this chapter, Friedinan wrote to the authors
(December [, 1998): “As you recognize, | have been very unhappy about some of the
interpretations that have been placed on my position.”

3. In a private correspondence, one of the authors asked Friedman what his advice
would be to the company president.ww/lay 23, 1996) if he were the
president, he “would be very unwilling to continue running chat enterprise as (he] had
before without that information being made available. . . . [The] appropriate course of
action is to make publicly available the information.” This is in contrast to the conclu-
sion reached by T. Carson, “Friedman’s Theory of Corporate Social Responsibility,”
Business and Professional Ethics Journal 12, no. 1 (1993): 3-32—that Friedman’s state-
ments on corporate social responsibility “imply that corporations have no duty to
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