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  PREFACE


  GIVING PEOPLE MENTAL CONSTRUCTS like the Caux Round Table (CRT) Principles for Business to apply in their calculations of how best to gain business advantage will impact their behavior. Teaching of norms, while no guarantee that students will apply their lessons well, nonetheless is where we must start in building a moral community.


  Great teachers like Jesus Christ, Confucius and the Gautama Buddha gave us stories and principles by which we could, in their minds, so order our daily lives that we would become more worthy and find greater happiness. The end of their teachings was that we would apply in our own livesby means of our own mental and emotional abilitiesideas and understandings that we have learned from them.


  Such idealists and teachers of morality, however, are often dismissed by self-proclaimed realists or “practical people” as being excessively naïve in that their aspirations for humanity go beyond the apparent scope of the possible. We may note that sin is still with us, even among his followers, though Jesus preached against it.


  Nowhere is this skepticism more vibrant than in business. Ideals and morality are often spoken of as virtual antimatter to the behaviors allegedly needed to maximize profits. Allegedly, Brute Capitalism is the way to go, so that any admonitions contrary to its teachings are dismissed as drivel. So the CRT has a problem: publishing principles does little to get them implemented.


  The CRT understands that morality works in the business corporation though hierarchy, moving from vague but lofty ideals down through principles and standards, to objectives and then to action. Consider the following chart illustrating the flow-throw of ideals into accomplishments:


  This chart represents the value-action system of Moral Capitalism. It stands in contrast to the Enron Chart of Chapter 3, which illustrates the more brutish version of market capitalism.


  At the highest level of the Moral Capitalism Chart directing our principles, our standards, our management benchmarks and our decisions, we find our best ideals, our highest aspirations, our vision of the common good. Setting these values and ideals in place for a corporation or a business is the responsibility of its owners, its board of directors and its top managers.


  These governing ideals could be taken from religion, but they don’t have to be found only there. People responsible for an enterprise could agree among themselves on a common goal, arriving at that end from different religious starting points. In just such a fashion did the CRT Principles for Business themselves arise from a blending of Roman Catholic teachings and American Protestant and secular traditions of stewardship with Japanese Buddhist and Shinto perspectives.


  At the next level below our ideals, the socially responsible business should place a set of principles, like the CRT Principles for Business, or the nine principles of the United Nations’ Global Compact.


  Flowing down towards more objectivity and specificity, we next find standards and guidelines such as the self-assessment and implementation management process invented by the CRT and called “ARCTURUS”.


  At the level of stakeholder engagement, a company seeking to meet its proper responsibilities under a Moral Capitalism would apply to its decision making the considerations listed for each of the six stakeholder groups in Section 3 of the CRT Principles for Business. These specific stakeholder considerations are discussed in Chapters 7 through 12 following.


  Then we come down to the most challenging level of all: the level of walking-the-talkactual rubber-meets-the-road, shoulder-to-the-wheel, management performance. At this level, the devil is truly in the details. Judgment and intellectual effort are required to square-up the details with the company’s standards, principles and ideals.
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  CHAPTER 1

  

  IS MORAL CAPITALISM POSSIBLE?


  The mind of the superior man is conversant with righteousness; the mind of the mean man is conversant with gain.


  Confucius, The Analects, Bk. IV, Chpt XVI


  As there is a degree of depravity in mankind which requires a certain degree of circumspection and distrust, so there are other qualities in human nature which justify a certain portion of esteem and confidence.


  Federalist No. 55, Friday, February 15, 1788


  THIS BOOK AFFIRMS that moral capitalism is possible. First, in Chapters 1 through 5, it justifies faith in moral capitalism; then, in chapters 6 through 12, it provides a practical guide for those who want to achieve moral capitalism in their business pursuits and professional undertakings. Finally, in a concluding chapter, it discusses how, in these times, we can cultivate leadership sufficient to build a moral capitalism.


  Seeking market profit through business and the professions is honorable and worthy. Based on the ideas and principles set forth in these chapters, I believe that each of us can indeed go to work every day for any business, great or small, feeling genuinely happy and proud of our career commitment.


  For those more removed from careers in business, this book affirms a vision of social justice: that moral capitalism is the most appropriate means by which our modern, global human civilization can empower people and enrich their lives materially and spiritually.


  The understanding of human potential that I present in this chapter is not just mine. I have endeavored to link its main features to the thoughts and writings of great minds from different cultures throughout the centuries. In 1994, business leaders from Japan, Europe, and the United States met as a round table discussion group in the little Swiss mountain hamlet of Caux and proposed certain principles for moral capitalist decision making. These Principles are known as the Caux Round Table Principles for Business.


  For several years now I have come to know these Principles well through my work as the global executive director of the Caux Round Table organization. I have seen them affirmed by experienced and successful business leaders in many cultures. The Caux Round Table Principles are a concentrate of moral, ethical, philosophical, and jurisprudential wisdom from many traditions. We have explored how they reflect teachings from Chinese moral philosophy, Islam, Hinduism, African Spirituality, Judaism, Roman Catholic social teachings, Protestant insights, Japanese Shinto, Mahayana and Theravada Buddhism, and the ethical traditions of native Meso-American peoples.


  Importantly, however, the Caux Round Table Principles also draw wisdom from successful business accomplishment. Written by senior business leaders, these Principles combine social virtue and self-interest into one way of doing business. In this book, I present my view as to how the Caux Round Table Principles for Business justify and structure a moral capitalism for the world.


  THE MOST PROFITABLE BUSINESS COMBINES VIRTUE AND INTEREST


  A successful business maximizes the present value of future earnings. The first requirement, therefore, of business success is sustainable profits. Onetime winnings, in business as in casinos, are disappointing. We expect more from our investments than that.


  To sustain our profits over time, we need to replenish the capital we invest in the business. That capital comes in five different forms: social capital, reputational capital or “goodwill,” finance capital, physical capital, and human capital. These forms of capital are the essential factors of production. We must pay for them out of the earnings of the business. A business that neglects to pay for its capital will soon lose access to capital. Then it will quickly lose its profitability. Failure results when capital flows are insufficiently nourished.


  Social capital is provided by society; it is the quality of laws, the cultural and social institutions, the roads, ports, airports and telecommunications, the educational achievements, the health and value environments that encourage or discourage successful enterprise.


  Reputational capital adds value to a business by attracting and keeping customers, employees, investors, and suppliers. Finance capital is the classic form of capital: access to money. Physical capital is land, plant, and equipment. And human capital embraces the quality, creativity, loyalty, and productivity of employees.


  When a business contributes to social capital, it is acting responsibly and ethically. When a business invests in its reputation, it better serves the needs of consumers and meets the expectations of society. When a business invests in its human capital, it provides better lives and working conditions for its employees.


  In preserving its access to these necessary forms of capital by paying a return on capital from earnings, a business acts from self-interest but promotes social well-being at the same time. The selfish pursuit of the “bottom line,” therefore, leads a responsible business to satisfy the needs of others. The consequences arising from self-interest when a business seeks to maximize sustainable profits is selfish from one perspective but simultaneously moral from another.


  Figure 1.1 illustrates the cycle of a successful, self-sustaining business. In one half of the cycle, five forms of capital inputs are converted by the business into a good or service for sale to a customer for a profit. Then, along the bottom, Figure 1.1 illustrates the other half of the business success cyclethe reverse flow of profits paid out as a return on all forms of business capital.


  The successful business stays in business; it repeatedly cycles capital through the production of goods and services to please customers and make an attractive profit for itself. It maintains the adequacy of its capital inputs just as it continually attracts customers willing to buy its product or service. Michael Porter advises, “Gaining competitive advantage requires that a firm’s value chain is managed as a system rather than a collection of separate parts.”1


  The wise steward of enterprise makes a profit in ways that preserve access to all forms of capital. The enterprise is not self-contained and self-sufficient but, rather, is importantly dependent on inputs controlled by others. It must please others in order to prosper. That service is a moral activity, subordinating self to what is beyond the self.
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  In his books Built to Last and Good to Great, business researcher Jim Collins discovered in successful companies what he called the “genius of And.”2 This was an ability to embrace both extremes on a dimension, such as purpose and profit, continuity and change, freedom and responsibility. Suboptimal performance resulted when companies felt forced to choose one goal over the other. These companies fell victim to the “tyranny of the Or.” Collins’ findings support the insight that capitalism can indeed avoid choosing self-interest over virtue.


  One dollar invested in Collins’ good to great companies in 1965 had compounded stock returns of $471 by 2000. On the other hand, that same dollar invested in his group of direct comparison companies earned a cumulated return of only $93 during those thirty-five years.


  Professors John P. Kotter and James L. Heskett of Harvard Business School found that companies with embedded cultures of respect for customers and employees as well as for stockholders outperformed companies without such a culture by a huge margin during an eleven-year period. The more successful companies grew their stock prices by 901 percent versus 74 percent for the less successful companies. Net incomes grew by 756 percent in the successful companies but only 1 percent in the others.3


  In April 2003, London’s Institute for Business Ethics published a study of United Kingdom companies showing that those companies with corporate codes of ethical conduct achieved profit-turnover ratios 18 percent higher than comparable companies without a similar explicit commitment to conduct business ethically. Companies with ethical codes also generated significantly more economic value added (EVA) and market value added (MVA) and exhibited less volatile price-earnings ratios for their shares.4


  BUSINESS MORALITY: “SELF-INTEREST CONSIDERED UPON THE WHOLE”


  Distinct from academia, politics, and bureaucracy, business enterprise calls for constant action and decision making. Every decision, every action, comes with risk of loss or even failure. Judgment must be applied in each instance to consider alternatives in order to, hopefully, minimize risk.


  In Figure 1.1, each component function of a sustainable businessthe capital employed, the conversion of capital into a product, the product, and the sale to customersrequires decision making. Just consider what must be attended to in a successful business: how to acquire cash, where to have a factory or office, who to employ, what to produce, how to produce it, how to market and advertise, what price to place on the product or service, how to deal with customer needs and concerns, etc. Every course in an MBA program and every business book offered for sale address these and similar decisions that have to be made in business.


  By what criteria can we say that these business decisions are moral?


  I answer: “By the extent to which business decisions take into account the needs and concerns of others.”5


  We are in business to serve ourselves and our needs, yes, to be sure. But reflection on our circumstances brings wisdom that we are not self-sufficient. We prosper through our interaction with others. One would easily conclude that, therefore, our prosperity is most secure where others wish and seek to help us be prosperous.


  Our needs and preferences intersect from time to time with the needs and preferences of others. The more we take into account the needs of others when seeking to meet our own needs, the larger the overlap between our self-interest and our virtue. By taking into account only our own needs, we shrink the zone of overlap until we make ourselves morally irrelevant to others. When the zone is very small, we most often turn to means of manipulation, fraud, and coercion to impose our needs on others. We then act immorally and unethically.


  That frame of mind which makes for a larger zone of overlap between our needs and the needs of others has often been called “enlightened self-interest.” I prefer to use the term suggested by the philosopher Thomas Reid, the Scotsman who succeeded Adam Smith in holding the chair of moral philosophy at the University of Glascow in 1766. Reid referred to the zone of overlap as our “self-interest considered upon the whole.”6


  When virtue speaks to us, its voice may be too soft for us to hear. But where virtue is supported by the claims of interest, our resolve grows stronger to achieve what both virtue and interest jointly propose. The juncture of both motivations is crucial for virtuous conduct to prevail for most of us.


  When we find a vocation, we fall on such a happy coincidence of virtue and interest. We benefit materially from our work, finding satisfaction in those self-interested accomplishments. And, simultaneously, we perceive our efforts to be in support of higher purposes as well, giving us rare and valuable levels of satisfaction and self-appreciation. We have found a becoming “fit” between ourselves and moral meaning.


  When one is called to a task, work is transformed from something mean that we begrudge into that which nourishes us with life-giving energy and even delight. We are better to ourselves and to others when we fall into a vocation. Then, we prosper fully; everything is more real and more sustaining. We are happy; we have found our right way.


  The possibility is reflected in the now trite comparison of three artisans. When asked what they are doing, one mason replies, “I am cutting stone.” The second says, “I am building a wall.” But the third says, “I am building a cathedral for the glory of God.” The first two men have jobs; the third has found a vocation. For him, virtue and interest have fused into one calling.7


  We have learned under principles of quantum physics not to see reality as separated “things” walled off from one another by boundaries. Subatomic activity arises from the interaction of fluid potentials, not from hard particles bouncing into each other. Whatever there is is both matter and energy. Whether it is one or the other depends on how we humans conceptualize it. Reality can look like matter and yet act like energy. As these subatomic chameleons interact with one another in our bubble chambers, they appear temporarily in our scientific instruments as up to 12 different particles.8 But are they really 12 different Newtonian and Cartesian “things”?


  As Margaret J. Wheatley writes: “There is no need to decide between two things, pretending they are separate. What is critical is the relationship created between two or more elements.”9 Similarly, at the level of the human, both virtue and self-interest can inhere in the same action. Which human potential prevailseither virtue as a check on self-interest or self-interest as a deviation from virtuedepends on the actors, the energy fields surrounding them, and the issues of the moment. To say that an action is either pure virtue or crass self-interest reflects intellectual poverty, conceptualizing only the two polar extremes, while ignoring the zone of overlap where self-interest is “considered upon the whole.”


  Looking at the effects of time gives another perspective on the overlap of self-interest and virtue. Decisions made for our short-term advantage often bring negative long-term consequences that can far outweigh in their effects any advantages we have initially gained. Thus, in business, the results of fraud are short-term profit but, once discovery of our deceit occurs, our fraud brings about long-term and possibly permanent corruption of our ability to get what we want from others. Whenever we focus on the short term, we tend to minimize our goals, falling victim to the tyranny of the “Or” and forgetting the genius of the “And.”


  CAN WE OVERLOOK BIBLICAL TEACHINGS AND SERVE BOTH GOD AND MAMMON?


  The Christian tradition teaches us to choose between God and Mammon and to lay up our treasures in Heaven and not to seek them among earthly things. The Christian Gospel of Matthew explicitly assigns all earthly powers and attractions to the dominion of Satan, a dominion rejected by Jesus on the grounds that “Man does not live by bread alone.”10


  Wise prophets over the ages in many cultures have urged people to turn away from the things of this world. To become divine, the flesh must be mortified. Must we, however, choose only between God and Mammon? Can we not live with the pressures of markets and under the influence of money and still set before ourselves every day certain reasonable expectations of behaving justly in the eyes of the best angels of our nature?


  The Caux Round Table Principles for Business call on a tradition of moral character in seeking to live by a third wayone in this world but guided by higher aspirations. I have learned from reading philosophers such as Hegel that moral visions arise from the human mind. They are not natural in the sense that rain and snow and gravity are natural. They find their role in life though the application of human will and in human actions. Without human action, there’s no morality that we can see, touch, or feel. A moral capitalism, therefore, asks that, in their business affairs, people use willpower to check and balance abusive internal forces such as greed and temptation; that they strive to expand the zone of overlap between virtue and self-interest.


  Indeed, we can seek profits for ourselves in the markets of capitalism without becoming mean or avaricious. Leaders of the Caux Round Table such as Frederik Philips of the Philips Company in The Netherlands; Ryuzaburo Kaku, CEO of Canon; and Winston Wallin, CEO of Medtronic, have done so. Both Mencius in ancient China and Adam Smith in eighteenth-century Scotland argued that we have within us a powerful moral sense, which, if attended to, can lift us above our potential for being only base and mean.


  The prominent contemporary German philosopher and sociologist Jurgen Habermas has noted that we live aware of a realm of “normativity,” which is conceptual and linguistic, but in a realm of “facticity,” which is more tangible, objective, specific, and determinative of our physical conditions. Through the medium of action, however, we can impose normativity on the facticity around us.11 A moral capitalism, therefore, would have us do as Habermas suggests: impose norms on our behaviors in seeking profits.


  Capitalism is of this material world; it provides us with the means to live; it empowers us within the known world of sense and human reason. If it is to be measured by a strict standard of holiness, by religious normativity alone, then there can never be a moral capitalism.


  Since it belongs exclusively to this world of sorrow and sin, this existential realm of facticity, moral capitalism cannot require our spiritual perfection, only that we seek always to do better than heed our base inclinations. Moral capitalism, nevertheless, asks much of our potential for humanity. It asks that we activate something of the divine within our world of facts and death, that we guide our passions by our chosen virtues. Moral capitalism seeks to infuse the teachings of philosophy and the wisdom of religion into the search for profit.


  Can we do this? Can you do this?


  If so, moral capitalism is possible; if not, its strictures are only a kind of misleading vanity, the rhetoric of a secular piety.


  Plato and Aristotle were in agreement that the life of aspiration was one where some personal capacity of willpower governed the passions. People, Aristotle thought, could work their way to happiness through the forming of ethical habits. Jesus Christ preached parables to encourage his audiences to put aside selfish pursuits, the better to enter the Kingdom of Heaven. In India, the Gautama Buddha provided a complex theology of seeking escape from desire, sensation, and striving. The Koran revealed to Mohammad instructs many times that people will enter Heaven only if they have faith and do good works of benefit to others. The goals set by Allah, therefore, are not those of selfish cravings or the abusive prerogatives that come with possession of earthly power.


  Confucius drew a dichotomy between those who had mastered their base instincts and those who had not. Those possessing mastery, he called “lordly” or “superior” persons. Those still in thrall to their selves he called “small” or “mean” persons. He made the following distinctions between these two categories of people:


  “The superior man does not even for the space of a single meal, act contrary to virtue.”12


  “The master said is virtue a thing remote? I wish to be virtuous and lo! virtue is at hand.”13


  Today, we need not be as restrictive in our categories as Confucius was. There are doubtless intermediate steps between the conflicting extremes. The propensities for both good and evil are truly mixed within most of us.


  In China, not long after Confucius drew attention to his faith in the constructive impact of moral capacity, another Chinese, Fan Li, assembled twelve axioms for success in business. Fan Li was also known as Tao Zhu Gong, so his axioms have come down to us as the “Business Principles of Mr. Tao.”14 Tao Zhu Gong evidently believed that living by principles can make a difference in your life. His principles have been followed by Chinese business families for centuries.


  Under the new science of quantum physics and chaos theory, order and form in the universe are not created by complex controls and commands. Our reality, rather, results from the active presence of a few guiding principles or formulas repeating back on themselves through the operation of individual freedom for highly autonomous decision makers within the overall system.15


  Every person has some capacity for acting ethically. Both Mencius and Adam Smith vividly argued that humans are a distinct species due to a capacity for moral awareness.


  All of us possess the capacityweak or strong, proven or untestedto align our behaviors with our will and our better understanding. We act not always from raw instinct, unguided and unpredictable. We have interests we seek to further, ideals we value, emotions that move us, and self-concepts and personalities that govern our interactions with others. We also have what the ancient Chinese called a “calculating mind.” We look into the future as best we can and take action today to achieve specific results later. Our minds may be clouded by emotions or poor judgment, but the psychological and moral machinery of following some specially chosen course always remains in place within us.


  Starting the engine of morality and bringing it to full throttle are the tasks of parenthood and socialization. People must learn to be good; they are not born good, only with the seeds of goodness in them. Buddhists refer to that capacity as the Buddha mind within us, resting until awakened. Taoists claim that washing the mind free of thoughts brings us to the point of appreciation of truth, the Tao, and suddenly therefore to an ability to act correctly. Jesus said, “The Kingdom of Heaven is all around you, yet you see it not.”16


  Contrary to advice to conform to moral principle is the reasoning of Sigmund Freud. In his little tract Civilization and Its Discontents, Freud argued that building moral society, or “civilization” in his terms, required repression of instincts and passions.17 In his mind, this systematic repression led to neurosis in the individual, which as a result turned Freud away from efforts to instill rigorous moral faculties in the young.


  Yet people can’t live without the moral dimension. First, we are not emotionally self-sufficient, but are social, born both into society and for it. We have needs for love, esteem, and consideration, which only others of our species can supply.18 Morality reflects the regard for others that arises in a social setting. Ethics is the course of conduct that makes room for others in our decision making.


  Second, we have an unquiet consciousness of reality. We feel fear looking out on an often unforgiving cosmos that gives us little evidence of our importance to it. Where we find genuine and lasting psychological rest and inner comfort is not in material things.


  FINDING THE PERSONS WHO WILL BUILD MORAL CAPITALISM


  Others have noted the proclivity of people to act from a range of morally worthy motivations. For example, the Harvard psychologist Lawrence Kohlberg provided a well-known set of stages of moral development.19 Individuals in stage 1 sought avoidance of punishment and deference to power. Stage 2, higher in moral capacity, was action calculated to satisfy one’s own needs and occasionally the needs of others. In stage 3, good behavior is that which pleases or helps others and conforms to social stereotypes. In stage 4 we seek to do our duty and obey legal norms, maintaining the social order for its own sake. In stage 5 we assert our rights as society gives them to us, using contract to obtain binding obligations. Then, finally, in stage 6, right is defined by the decision of conscience in accord with self-chosen ethical principles appealing to logical comprehensiveness, universality, and consistency.


  In Kohlberg’s typology, stage 6 would have our self-interest consider a vast range of needs and concerns embracing a very large number of other people. Perfectly moral capitalism would require us to use only Kohlberg’s stage 6 reasoning in business decision making.


  Robert J. Spitzer, Jesuit and Doctor of Philosophy, now president of Gonzaga University, gives us a similar hierarchy of starting points for moral undertakings. He believes that there are four main desires or drivers in the human personality. At the lowest moral level is immediate gratification, that is, actions taken to maximize our pleasure and minimize our pain. Second is ego achievement, that is, promotion of self and gaining advantage over others. Third is to do good beyond the self, invoking principles such as justice, love, and community. Here, intrinsic goodness is an end in itself, and leadership of others becomes possible. Fourth, and highest, is participating in giving and receiving ultimate meaning, goodness itself, and living with ideals and love.20


  If moral capitalism will need people willing and able to seek out moral considerationsthe higher levels of consideration noted by Kohlberg and Spitzerand apply them in their lives, where will such people be found?


  Figure 1.2 roughly illustrates how ethics work in individual lives. It needs to be understood before we can invoke moral power to drive the dynamics of capitalism.


  Figure 1.2 represents the dynamics of human action as seen by moral philosophers. At the top of the pyramid is a realm of abstract thought and understanding, what Habermas called the realm of normativity. This realm is beyond nature and exists only in human consciousness.


  At the bottom of the pyramid is the realm of action, what Habermas called the realm of facticity. The objective of morality is to impose on the level of action goals and ideals drawn down from the realm of abstract normativity. The force that draws goals and ideals out of inner awareness and imposes them on the life world is human willpower and decision making.


  At the highest level of abstraction, which I believe is consistent with the teachings of Buddhism, Taoism, Adam Smith, and Mencius and with Jesus Christ’s references to an invisible Kingdom of Heaven that is all around us, lies an awareness of life and existence that we find very hard to put into words. It is what Smith and Mencius called the “moral sense”; it is most easily approached through prayer and meditation; we have possession of it when we find a “Zen mind.”


  At a lesser level of abstraction, at a level of spoken thoughts and written conceptions, we find religious understandings. These are guiding visions to us of how the world works and what our purpose in life is to be. We come to these beliefs through reflection, education, reading, discourse, and listening to the insights of others.


  The Moral Individual
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  Dropping down to the next level, we begin to engage the world. We define our identity by bringing certain virtues into our behavior. Practice and the formation of habits inculcates virtues into our lives so that we live them out spontaneously, without questioning our actions or our motivations. At this level we find Spitzer’s fourth and most admirable set of good motivations. In the Confucian paradigm, here is where a person would be either “masterful” or “mean.”


  At this level we are often conflicted in our decision making. Pressures from others to conform to their values and desires, the psychic weight of a superego or a moral code implanted by parents or social tradition, and the conflict between virtues and immediate advantage strain the alignment of our character with our religious insights and beliefs. Developing powers of reflective self-control, finding mentors, and building good habits are tools to help us manage these conflicting pressures.


  Next, dropping down to the level of setting goals and of calculating what is in our best interest, the possession of courage and practical wisdom and the finding of mentors and coaches are very helpful. Finding that equilibrium between the extremes of pure virtue and raw self-interest that is called “self-interest considered upon the whole” is relevant here.


  Kohlberg’s stages of reasoning have their application at this level of response to life’s opportunities. Do we set as goals narrow and self-serving concerns described in his stage 1? Or, do we set our course to implement higher notions of universal justice and good?


  The American psychologist Abraham Maslow offered a now widely accepted way of thinking about our personal goals. He made a distinction between the value set of individuals focused on meeting their basic needs and the value set of more secure and high-minded persons.21


  Persons who, in Maslow’s framework, act from the more basic set of needs accentuate “D” or “deficiency” values. Their goal is to make up for felt or perceived deficiencies. Their value set subjects them to fears of self-betrayal, to living by fear, and to anxiety, despair, boredom, inability to enjoy, intrinsic guilt and shame, emptiness, and lack of identity.22 These people are always grasping for power with which to reassure themselves that they are “somebody.” The person whose goals seek to remedy deficiencies is likely to look on others as a means-object, a source of money, food, security, or such. Seeking only to overcome deficiencies inhibits full awareness of mutuality and of reciprocity in social settings.


  A capitalism dominated by people seeking to overcome deficiencies would be most unpleasant. It would likely fit Thomas Hobbes’ famous definition of humanity living outside of conventional social norms, where life would be “solitary, poor, nasty, brutish and short.”23


  The goals of high-minded persons (who possess what Maslow calls “B” or “being” values) include “justice, completeness, oughtness, fulfillmenttelos and finis, fairness, structure, order, honesty, essentiality, beauty (perfection, rightness, completeness), goodness, effortlessness, truth, honesty, self-sufficiency (not-needing-other-than-itself-in-order-to-be itself).”24


  Maslow asserted that persons seeking these “B” goals tend toward serenity, joy in living, calmness, acting with responsibility, and having confidence in their ability to handle stresses, anxieties, and problems.25 Presumably, people influenced by Maslow’s “B” values when making decisions in the midst of market pressures would be more likely than not to leave room in their calculations for long-term consequences, for win-win relationships, and for acting with honor and integrity. Their word would be their bond. They would refrain from brutish actions.


  Once we have settled on appropriate goals, to achieve them we pull together related skills and develop the personal competencies that others require from us. Education, training, and gaining experience are the means we all have to accomplish this task. But, here we need to be aware of our distinctive talents and abilities and not force ourselves to acquire competencies too much at variance with our natural genius. Assessments such as the Myers-Briggs inventory of personality styles are very revealing and helpful in guiding us towards work in which we can succeed and better align ourselves with our highest aspirations.


  Once we have set goals and have put ourselves in a position to reach them, we take action and build a record of accomplishment. When our accomplishments conform to our highest aspirations, we have found our vocation.


  Since it is not impossible for people to act from “self-interest considered upon the whole,” we should demand such conduct from more and more people in business. The quality of ideals that a person, or a society, or a corporate culture, places at the apex of a value hierarchy, then, has not-to-be-overlooked implications for the quality of life to be lived by that person, society, or corporation.


  Understanding how people can and do bring morality into their decision making illuminates an answer to the question of whether moral capitalism is a realistic possibility. The short, affirmative answer lies in training and developing people with the capacity for moral decision making. The more such people set the rules for capitalism, the more capitalism will become.


  CHOOSING THE MORAL WAY


  Morality is a very personal decision to will what is right. Acting ethically is a test of leadership and is an act of culture. Moral capitalism is nothing other than a decision-making culture created and sustained by individuals acting from principle, regardless of their position in a formal bureaucratic hierarchy.


  With reflection, prayer, meditation, and conversation, and by using our intuition to obtain inspiration and wisdom, each of us can deepen our awareness of what life is and can more and more clearly formulate our vision of who we are, of where we are, and of where we need to go. The capacity for cultural leadership, our moral sense, is right at hand, just as Confucius advised and Adam Smith took for granted. Each of us can be a leader for moral capitalism.


  But it is wrong, in my mind, to require of any person that he or she live a life of saintly perfection. We are, after all, only human. Adam and Eve, relates the biblical story of Genesis, were banished from the Garden of Eden not only because they ate the fruit of the tree of knowledge forbidden them but also because they might also eat of the tree of life and become like the divine immortals. Icarus flew too close to the sun, melting the wax of his man-made wings and falling to his death. Christian story and Greek myth both point to a single truth: the proper scope of human ambition is this-worldly. To do more is to risk idolatry, where we humans replace God with an illusion of human perfection.


  To demand that we live in the world according to the strict commands of virtue alone points us awry. That way a certain form of madness lies. The experience of earthly theocracies has not been encouraging: consider the realities of Savanarola in Florence, Calvin in Geneva, Robespierre in France, Lenin in Russia, the Ayatollahs in Iran, and Pol Pot in Cambodia. Attempts to govern through pure virtue have lead to many deaths and much suffering.


  We need only ask for the presence of mindand the underlying character sustaining such a mindto manage the tension implicit in the overlap of virtue and self-interest, the zone of “self-interest considered upon the whole.”


  GLOBALIZATION: INTENSIFYING THE CULTURE OF SELFISHNESS AND GREED


  Yet, for many of us, the especially seductive Siren call of our passions and desires drowns out the appeal of other-regarding values.26 Not everyone who hears the Sunday sermons will be saved on Judgment Day. Modern capitalism, by accelerating wealth creation and the provision of middle-class consumer comforts, poses a special challenge to moral leadership. The culture fostered by globalization undermines our individual and our collective capacity to choose “self-interest considered upon the whole.”


  The creation of a global culture of “teenagerism,” propelled by consumer wealth, has commodified greed.27 Thanks to the vast increases in productive forces, human identity now very easily, and more than ever before, grounds itself in possessions, not in ideals.


  The “teenager” is a modern phenomenon following the emergence of a special kind of middle-class family. Before the 1950’s, humanity never knew true “teenagers” in the sense of James “Rebel Without a Cause” Dean, Elvis Presley, The Beatles, and, now, Britney Spears.


  Most sadly, through the enticements of globalization, the American culture of the free-spirited, free-spending, free-of-responsibility teenager is taking over the world, one youth at a time. The cult is now worldwide, with MTV promoting rap culture in South Korea and young Thai girls dressed as Britney, exposing to the public dainty and well-formed belly buttons just as she does.


  In another spreading form of juvenile cheekiness, European roadways and fences are often decorated with graffiti inspired first by angry young African American men down and out in New York City putting their rather elegant “tags” on subway cars.


  Everywhere, parental authority is on the defensive. The holdouts are tightly knit religious communities like the Mormons and fundamentalist circles in Islam, Protestant Christianity, and Judaism, which isolate themselves from the trends of modern times.


  The teenager is more than a child but less than an adult, spending money on tentative self-definition through clothes, shoes, music, and other accoutrements. Teenagers are in escape from responsibility, seeking to postpone adulthood as long as possible. They build for themselves a culture of follow-ership, where the restraints of moral leadership trigger fear and loathing.


  And, since its birth in the 1950s, “teenagerism” is drawing to its ranks older and older Americans. As the baby boomers age into their fifties, their earlier cultural proclivities as teenagers remain active, seeking cultural space and economic resources with which to subdue opposition from adult responsibilities. They use their careers, in business or elsewhere, not to help others but to serve their identity deficiencies.


  Although greed has been responsible for abuse of economic power over the centuries, the moral failures of Enron and WorldCom and the other recent abuses of capitalism in the dot.com and telecommunications investment bubbles grew apace in the post-1950s American culture of decadence and self-absorption, the culture that incubated Ken Lay, Jeffrey Skilling, Andy Fastow, and Bernie Ebbers, as well as the investors they charmed with visions of never-ending profits.


  If possessions largely define the personal self for our times, then there can never be too much money in our wallets or too many lines of credit at our immediate disposal. Our individual value pyramids are then easily subordinated to the Golden Calf of conspicuous consumption. By prosperity are we firmly pulled away from God toward Mammon. This cultural trend may make it harder for people in business to choose higher values and enlightened self-interest over immediate gratification of sensual desires.


  CONCLUSION


  The challenge of a moral capitalism, then, is to tip the balance of wealth creation toward humanity’s more noble possibilities and away from the dynamics of more brutish behavior. Chapter 2 begins a discussion of how values set in motion different kinds of capitalism.


  CHAPTER 2

  

  THE MANY VARIETIES OF CAPITALISM


  It was God who created the heavens and the earth. He has sent down water from the sky with which He brings forth fruits for your sustenance. He has subdued the ships which by His leave sail the ocean in your service. He has subdued the rivers for your benefit, and subdued for you the sun and the moon, which steadfastly pursue their courses. And he has subdued for you the night and the day. Of everything you have asked for he has given you some. If you reckon up God’s favors, you could not count them.


  The Holy Koran, Surah Abraham, 14:30


  The Great Tao is universal like a flood.

  How can it be turned to the right or to the left?

  All creatures depend on it,

  And it denies nothing to anyone.

  It does its work,

  But it makes no claims for itself.


  Tao Te Ching, No. 34


  NATIONAL ECONOMIES MARCH to the beats of different drummers. Doing business in Japan differs from doing business in China. Corporate laws and forms of corporate finance are different in the United States than in Germany, France, and most of the European Union nations. Values, therefore, do make a difference to business. National economies like those of the Chinese and the Japanese, with deep and intense cultural foundations, construct patterns of business practice and legal regulation consistent with core principles of their national cultures.


  Michael Porter, after close examination of reasons for different degrees of national success in global competition, pointed to the impact of each nation’s differing ability to mobilize various capital inputs in support of business achievement.1 Porter emphasizes that “some of the most important aspects” of national competitive advantage are “attitudes towards authority,” “norms of interpersonal interaction,” “attitudes of workers towards management and vice-versa,” “social norms of individualistic or group behavior,” and “professional standards.”2


  CHINESE BUSINESS VALUES


  For example, the core principle of great importance to many Chinese is the preservation of order and harmony. This value is called tai he. It reflects a fear of uncontrolled individualism out of a belief that individuals, if left to pursue their self-interest, would promptly subvert social order in favor of a raucous anarchy.


  We can read of this fear in the writings of Mo Di, who lived right after Confucius, and in many other Chinese moral philosophers, such as Xun Zi. The ancient Chinese believed that the cosmic forces of yin and yang can be balanced and manipulated by the state to produce order and harmony in society. From this perspective, Confucian propriety and filial piety are expressions of yang forces of discipline. Law, a yin force, is also needed from time to time to keep people in their place when yang forces are insufficiently powerful.


  Figure 2.1 presents the traditional Chinese approach to business enterprise.


  Figure 2.1 displays how the value of order and harmony works itself down into actual business outcomes through a level of principles, then through the application of standards to implement the principles vis-à-vis six groups of stakeholders in the business. At the level of business decision making, stakeholders are treated in culturally specific ways.


  Doing business in China or Taiwan has its own rules and expectations, as set forth in Figure 2.1. Thus, for generations the Chinese have fashioned systems of market production within a framework of regulated competition. The successful economic development of Singapore has followed a variant of this value flowchart where intolerance of corruption is built into the definition of order and harmony at the highest level of value choice.


  [image: image]


  To speak at a highly conceptual level of cultural preference, the Chinese traditionally value order and harmony, what they call the state of tai he. Under the cosmology legitimating the Chinese Imperial order, the duty of the emperor was to be the font of tai he and to share it with all under his suzerainty.


  Confucius, who died in 479 B.C., offered a way to find tai he; if everyone followed the duties of their station, there would be order in the land. A famous text in the Confucian tradition, The Doctrine of the Mean, advises, “Let the states of equilibrium and harmony exist in perfection, and a happy order will prevail throughout heaven and earth, and all things will be nourished and flourish.”3


  Mo Di, born in 372 B.C., followed Confucius with a different and far more draconian recommendation. He observed that the overwhelming majority of people fall short of possessing Confucian virtue, and therefore needed to be kept in place by rewards and punishments. Mo Di warned, “In the beginning of human life, when there was yet no law and government, the custom was ‘everybody according to his own sense of righteousness.’ Accordingly, each man had his own idea, two men had two ideas, and ten men had ten different ideas of righteousnessthe more people the more different notions. And everybody approved of his own view and disapproved the views of others, and so arose mutual disapproval among men. As a result, father and son and elder and younger brothers became enemies and were estranged from each other, since they were unable to reach any agreement. Everybody worked for the disadvantage of the others with water, fire and poison. Surplus energy was not spent for mutual aid; surplus goods were allowed to rot without sharing. … The disorder in the world could be compared to that among birds and beasts. Yet all this disorder was due to the want of a ruler.”4


  Mo Di’s thinking was far more recently reiterated by Deng Hsiao Ping in 1989 when he ordered military repression of the demonstrations for democracy and liberty in Tien An Men Square, ironically named for the Gate of Heavenly Peace leading into the Imperial Palace compound. Deng warned his colleagues over the implications of the student protestors: “Imagine for a moment what could happen if China falls into turmoil. If it happens now, it’d be far worse than the Cultural Revolution. … Once civil war got started, blood would flow like a river, and where would human rights be? In a civil war, each power would dominate a locality, production would fall, communications would be cut off, and refugees would flow out of China not in millions, but in hundreds of millions.… So China mustn’t make a mess of itself.”5


  To remedy what he saw as a deficiency in human nature, Mo Di recommended that everyone have a superior. The individual would take orders from his or her father, the father from the village chief, the village chief from the district chief, the district chief from the provincial governor, the provincial governor from the prime minister, the prime minister from the emperor, and the emperor from Heaven. There would be peace among humankind, but no autonomy for individualism. China’s current leaders still prefer that everyone should have a superior, with the politburo of the Communist party as the superior of all superiors.


  Other Chinese thinkers from other influential schools such as the Legalists, and the Yin/Yang school of policy advisors followed Mo Di’s lead. These thinkers, too, called for intervention by government to manipulate the interests, fears, and desires of people to make them behave. If rewards would produce the right conduct, offer rewards; if fear of punishment would be more reliable, then government should use harsh punishments.6


  Circumstances were named shih. The objective of government was to so arrange the shih that people had no choice but to be orderly. Even market forces were put to public use, as the following story relates:


  Once, the Duke of Qi complained to his minister Guan Zhong that he loved to wear purple clothes but the cost of purple cloth was prohibitive. Guan Zhong replied, “Leave it to me. The next time someone wearing purple clothes comes near Your Highness, hold your nose.” Apparently, the source of the purple dye left an odor in the cloth. The Duke did as instructed and soon no one wore purple garments. Purple cloth was dumped in the markets and its price plummeted. Guan Zhong bought it all for a song and presented the cloth to his delighted lord.


  So for the Chinese to manage a market economy with a view toward achieving a state of tai he, they need to manage the shih of market forces and prevent selfishness from breaking down the hierarchy of power. This need for management becomes their principle for economic management.


  To implement the principle, they set for their standards a hierarchy of decision making; the need to obtain licenses, from government or from trade associations; and conformity to government policies and wishes. Businesses that do not go along with these standards of practice are closed down or crippled one way or another. Businesses that accept these conditions are rewarded with secure markets and access to capital.


  Within their market sphere, Chinese companies compete on price rather than quality, with the buyer accepting the risk of poor quality and shoddy performance. Employees are treated paternalistically as indentured servants bound to a communal endeavor. Owners and investors must be known and trusted; usually they are introduced by intermediaries within a patronage network; who you know is more important than what you bring to the table; there is no transparency of information to share, and different sets of accounts may be kept to be shown to different constituencies; supplies are bought at lowest cost; where possible, customers are divided up among competitors to establish cartel market control and permit some degree of monopoly pricing; government regulation is purchased through crony relationships and favoritism to maintain stable market shares. Companies assume responsibility only for what they are instructed to do; they have little concern for community needs.


  JAPANESE BUSINESS VALUES


  Since the industrialization of Japan in the second half of the nineteenth century, the Japanese economy has organized itself to use markets and private property for national development, but through a business dynamic that is different from China’s and that has often befuddled and frustrated Americans trying to make a profit in Japan. Watching with envy Japanese success in the 1970s and early 1980s, Americans called the Japanese economic system “Japan Inc.”


  At the center of the Japanese cultural experience is a quality of life called ninjo.7 Experiencing ninjo is to experience complete and unquestioned acceptance, as a mother emotionally supports a newly born child. Ninjo experiences occur in tight reciprocal relationships marked by giri-on mutual dependencies and symbiotic responsibilities for one another. Giri-on relationships link individuals closely through reciprocal favors and repayments of kindness.8


  Companies built to sustain giri-on relationships form the distinctive Japanese Keiretsu groups of related companiesthe Sumitomo group, the Mitsui group, the Mitsubishi group, etc.each with their own banks and supplier networks. Giri-on relationships within Keiretsu groups require no more than limited amounts of equity capital and that from sister companies within the group. In the alternative, significant debt financing is provided by the group’s bank. Insider boards are composed of executives from sister companies within the group. Keiretsu companies live by group decision-making processes. Strategy becomes inflexible once group consensus has been reached, but great opportunistic flexibility in tactics are used to secure group advantage.


  When these standards of business practice are applied to interactions with stakeholders, a unique pattern of corporate behavior results. Foreigners have long been frustrated by their inability to establish significant business relations within the world of giri-on relationships. No wonder the Japanese economic system is culturally designed to exclude them.


  The dynamic of the Keiretsu (before World War II they were called “Zaibatsu”) is a capital structure light on equity and heavy on debt and without the possibility of bankruptcy, combined with a commitment of workers to the company in return for lifetime employment. This business structure brought splendid results for the Japanese until too much debt was accumulated thanks to the boom in property prices in the mid to late 1980s. Since that credit bubble burst in 1989, the Japanese economy has been in the doldrums, kept afloat by taxation and massive government spending. Seeking to protect the important value of ninjo, Japan’s business and political leadership has been very hesitant to seriously tamper with Keiretsu structure and practices.


  Figure 2.2 illustrates the cascade of the ninjo ideal down into benchmarks for processing the relationship of a typical Japanese company with its different stakeholders:
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  In the Keiretsu structure of Japanese capitalism, companies push for market share rather than higher profit margins per sale. Since their cost of capitalmostly interest on debtis lower and fixed, they need not concern themselves so much with seeking high returns for equity investors. And, much of the equity they use comes from other companies in the Keiretsu group, which collectively seek market share for the group over high returns on their equity capital.


  Japanese companies are often given fixed market shares domestically and divide world markets among themselves. Market shares are frequently established by government arrangement or by inter-Keiretsu agreement. Customers must, accordingly, accept their lot. Employees are in giri-on relationships and receive lifetime employment and many benefits from the company. Bankruptcy, causing the destruction of ninjo and giri-on relationships, is not permitted. Suppliers are most likely part of the Keiretsu group. In any case, they share in the business risks of their purchasers and deliver their inputs on a “just in time basis” to function as an extension of their customers’ manufacturing process.


  Japanese business leaders do not worry much about the needs and desires of those outside the Keiretsu. They are considered as people beyond the reach of any giri-on reciprocal concern. For example, the environment and other community needs receive low-priority attention because they have the status of tanin, or outsider, to the Keiretsu group. Special protest efforts by concerned citizens worried about the environment or the impact of corrupt collusion between business leaders and politicians are therefore needed to bring about higher levels of corporate responsibility.


  MEXICAN BUSINESS VALUES


  Mexico offers still a third variant of market capitalism, one deriving from Spanish colonial traditions of conquest and achieving high social status. The ideal sought by Mexicans, even in their business dealings, is a kind of status, the ability to be a “chief honcho” or “big boss,” sort of a feudal barony supported by the company’s business endeavors instead of by landed estates as in colonial times. Culturally, the Mexican company serves its owner like a hacienda once did for the landed gentry, and today’s business owner plays the social role of hacendado. The Mexican business owner often seeks “dominion” over (mostly) his company and its subordinates. The business structure is very hierarchical, with much honor and respect shown to the owners. Class distinctions are important, and upward mobility in society turns on becoming a “padron” in your own right ruling over your own “fief.”


  A Mexican company is considered to be the “territory” of the owner who has discretion over events within his domain. His permission must be obtained before entering company precincts. Success in business is measured, therefore, not so much by money earned, but by the social status and power derived from company position, by the respect one receives as an owner or manager (respect shared with one’s immediate family as well), and by the number of people who pay one honor and deference.


  Figure 2.3 illustrates the Mexican pattern of business enterprise. The results of business enterprise in Mexico are different from those achieved in China and Japan.
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  How the different stakeholders of a typical Mexican business relate to the enterprise is shown in Figure 2.3. Employees are treated paternalistically, and expectations about their performance and productivity are low. Ownership is concentrated, and family ownership is preferred. Outside financing is not really welcome, unless it accepts a deferential subordination to the owner. Consumers are treated as if they are a necessary evil, and they are imposed on to the extent possible. There is relatively little respect for community or the needs of civil society, unless the owner is given a position of public leadership. For example, owners tend to have their own private security forces and to live in guarded, walled compounds. Public security forcesthe policeon whom most citizens have to rely for their security and protection, have low pay and low status. Although many wealthy families don’t like to pay taxes for public purposes, they are not opposed to spending money in return for preferential treatment on the part of government authorities.


  A WIDELY USED VARIANT OF MARKET CAPITALISM


  Rights of private property and restricted market trade in goods and services are combined in many national economies in a system widely referred to as “crony capitalism” (Figure 2.4). The ideal of this business system is more political than economic in that powerful players set the rules to keep themselves and their families, and their family retainers, at the top of the social power structure. These architects of crony capitalism may be old established landlord families, but in many cases they are new arrivals in wealth and power, using cronyism to obtain both money and status.


  In this connection one thinks of the Ferdinand and Imelda Marcos regime in the Philippines, Suharto’s “New Order” in Indonesia, Mobuto in Zaire, “Papa” Doc/“Baby” Doc in Haiti, along with many other caudillos in the Caribbean and Central and Latin America. Crony Capitalism set up the financial structures of Thailand and Indonesia for their rapid and dramatic collapse in 1997 and 1998.


  This system is not a genuine capitalist one but only uses some mechanisms of market capitalism to further personal ambitions over the common good. In gross, the system is more one of political exploitation of markets than it is of following market fundamentals. The key to crony capitalism is control of the police and the military force of the state in order to back up concentration of economic opportunity in a few reliable hands.
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  In crony capitalism, economic advantage is sought through protected “rent seeking” rather than through free and open competition. Genuine competition is dysfunctional in such a system as it jeopardizes the future economic security of those taking rents out of the economy through access to political power. Competition, which brings new entrants into the market and moves prices to lower and lower levels, drives non-economic rents out of the market. Crony capitalism expressly sets out to accumulate just those privileged non-economic rents.


  The “rents” sought to be charged by crony capitalists in return for their control of political connections are accumulated through the exercise of monopoly power, either in monopolies such as Suharto and Marcos granted relatives and political supporters or in small cartels where the valuable rent premium to be charged by the favored business over its marginal costs is shared among only a few.


  The principles of this system include the use of favoritism, the purchase of government decisions, and the ultimate reliance on the police rather than markets and elections for control of the economy and the government. Crony capitalism has no standards of public accountability by which to be judged. Only insiders are privileged enough to have their preferences taken into consideration by those who run the system. The trade of customers is “captured” through monopoly or cartel market position. And because so many firms have excessive market power, pleasing customers with better quality of goods and services or with lower prices is unnecessary. Employees have few alternatives for finding employment, so they become dependents, living at the sufferance of the owners. Ownership is kept in as few hands as possible, mostly within families under the supervision of patriarchs. Banks allocate credit not with regard to sound lending principles but as a reward for gaining political influence.


  Minority investment in crony capitalism is treated as a gift, a preferential sharing of rents allocated to those who will work diligently to maintain the existing system of privilege.


  Suppliers have no leverage unless they, too, can gain political influence and have business directed their way, like obtaining a monopoly over cement production in a country. And, unprivileged competitors are kept in check by government regulation or harassment.


  Crony capitalism pushes off on the community at large all the costs of doing business, such as pollution, treatment of injured workers, and social security, that it possibly can. And it thrives by corrupting political decision making.


  CONCLUSION


  In one sense, capitalism is similar across nations. But, in another and more important sense, different cultural values create different outcomes for capitalist enterprise. A cultural system’s core values, like tai he in China, ninjo in Japan, or dominion in Mexico, create a field of power not unlike the energy field emanating from a magnet that aligns all iron filings within its reach. The power field of values flows down through an organization to influence those within the system, giving them clarity of purpose and direction. The values impress a particular quality on organizational life, influencing individual behavior in predictable ways.9 Higher values do matter, even in business. Whatever we choose to believe in at the abstract level of normativity will influence our lives at the material level of facticity. Chapter 3 now exposes the values that predominate when markets turn brutal.
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