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Opening Remarks

Alan McGregor
Chai rman, @SBoardd Directors

everyoneand to thank those of you who have comeand brought

gueststo tables,and thank you a sofor your support for the CIS.
I'd especially like to acknowledge the financial support of the Lynde
and Harry Bradley Foundation,a US based foundation, for thisevening's
event and ProfessorWilson'svisit.

The John Bonython L ecturewas established in 1984 and named
after thelateJohn Bonython of Adelaide, who was thefirst Chairmanof
the Centre's Board of Trustees, asit then was. I'm delighted tonight to
welcome Mrs Shirley Bonython, her son Hannibal and her daughter
| sabel who have comefor thedinner and for thelecture.

The principal purpose of the John Bonython lecture isto exam-
ine the relationship between individualsand the economic, social and
political elements that make up afree society. Over theyearsthislec-
ture has been presented by an extraordinary range of very high profile
speakers including Nobel L aureate James Buchanan, the Czech prime
minister Vaclav Klaus, Peruvian novelist and someti me presidential can-
didate MarioVargas Llosa, and the chairman of News Limited, Rupert
Murdoch, amongst others.

Thisyear we are delighted to have one of America’s most distin-
gui shed academi cs,ProfessorJamesQ.Wilson, more affectionately known
asJim,who comesfrom the University of Californiaat LosAngeles. Asis
clear from just thissmall selection of people who have given the John
Bonythonlecture, we consider it isan important event in achievingthe
Centre's am to bring influential peoplefrom around the world toAus
tralian audiences and to stimulate thinking and policy development.

For anyonewhoisnot amember the Centrel invite,in fact | urge,
you to assist us by becoming one, and also give yoursdlf the opportu-
nity to take part in the extraordinarilyimportant public policy debate
in Augtralia. There are very few institutions like the S in Austrdliag;
there are many more in America, and they do play a more prominent
role in policy formation in America. It is I'm sure the wish of most
peoplein thisaudience that wedo not leaveit to governmentsaloneto
develop policy ideas,and | would immodestly sy that we are now the

Good evening and welcome. It's a great pleasure to welcome
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leading policy devel opment organization in Augtrdia

Thevote df thanks thiseveningwasto be given by Mr. Bob Carr,
but he rang today and said that he wasill; he thought he'd get through
the day but he could not see himsdlf getting through the night. | don't
think it's permanent. Anyhow, his place will be taken by the valiant
Professor Peter Dodd, who is now the Dean of the Australian Graduate
School of Management at the University of New South Waes, a long
time director of the Centre, supporter and intellectual giant.

Jim Wilson will be introduced by Helen Lynch,who I'm glad to
say is the most recently appointed director of the Centre,and we are
delighted to welcome her not only for this evening's job but also asa
director. It remains only for meto say that | hope you will have agreat
night and enjoy yourselves.



| ntroduction

Helen Lynch
Board Member,
The Centrefor | ndependent Studies

wel comeour guest speaker,but could | say that | met James Wilson

for thefirst time at lunch and the observation | would makeis
that heisaman of greet taste and very astute. Heand Roberta, his wife,
havespent thelast week or so scubadivingin beautiful Port Douglas. |
think after showing that great taste he is also a man who does some
homework, because when he met me today thefirst question he asked
me was, Helen, where do you buy Penfolds wine in the United States?

Jim Wilson brings with him to Sydney the insight gained from
several decades of varied experience. He has had along and distin-
guished academic career. After completing aPh.D. at the University of
Chicago, he taught Political Science at Harvard University for 26 years
and moved back to California, hishome state,in 1985, to the University
of Caiforniaat Los Angeles.

Through that time hewasfar from beinganivory tower academic.
He has been what is sometimes called a'public intellectual,' a person
who combines the high intellectual standards of the university with a
commitment to communi catingwith an audience that goes beyond the
classroom and the academic journals. In other words, just my kind of
man: someone who communicatesin wonderful languagethat we lay
peopl e can understand.

Anyone who has read articlesor books by Professor Wilson will
have enjoyed the way that he combinesthe careful marshalling of evi-
dence and logical building up of arguments - which we dl expect of
academics - with the use of telling examples and fluent jargon-free
prose that we expect from agood journalist.

Professor Wilson has not only been remarkable asa man of style,
but for the range of hiswriting. While trained asa political scientist,he
has not felt confined to looking at theinner workings of government -
although | might qualify that by saying that he has written important
books on bureaucracy and political organizations. Some of his best-
known work has been on the subject of crime. His name has been
closaly linked with what has come to be known as the 'broken win-

T hank you ladiesand gentlemen. It ismy pleasurethisevening to
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dows thesisabout crime.

The idea is that maintaining order depends upon dealing with
small offences as well as serious ones. Petty crime signds to people
that an area is unsafe,discouraging them from going there, and so fur-
ther reducing theinformal social control sthat make an areasafe. Leav-
ing brokenwindowsunrepairedisasign that nobody cares,anditisCK
to commit further offences because they won't be dedlt with. Profes
sor Wilson gave thisidea prominencein an article he wrote in 1982,
and in thelastfew yearsit hasbecomevery influential in policing meth-
ods. Strategies based on it are credited with contributing to the large
dropsin the crime ratein New Yok - 50%since 1990 - and in other
American cities.

This is another important aspect of Professor Wilson's work: a
concern with the practical as well as the theoretical. He gets outside
the university to find out what works and what does not. Thisis no
doubt why he hason many occasionsbeen asked to consult and advise
governments. His book, The Moral Sense,published in 1993, whichthe
Wall StreetJournal referred to as'a work that could well mark aturn-
ing-pointin the searchfor acommon ground on which to build agood
ciety,' deals with the factors that have lead to a decline in morality
over recent decades. His work on crime aso reflects his interest in
mordity, recognizing that it is a commitment to mora standards and
not fear of the criminal law that keeps most people out of the courts
and jails and that changesin these mora standardsare partly behind
the risein criminal behavior.

Hislecture tonight combinestheseWilsonian attributes. It'sabout
mordity,but also with the practical considerationdf how to link moral-
ity with an economic system that works, and | think you will find it,
ladies and gentlemen,dl done in a way that brings an important mes
sage to awider audience.

On your behdf,| warmly welcome Professor James Q.Wilson to
the podium to deliver the 14th annual John Bonython L ecture.

viii
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TheMorality of Capitalism
Professor James Q Wilson

iseverywhereon the defensivewith respect to themoral struggle

for men's souls.We know it won the economic battle becausea
natural experimentwas performed after the Second World War. A number
of countrieswere selected -Vietnam,Korea, Germany and China - and
cut into two pieces, with capitalisminstalledin one part and'socialism'
in the other. Capitalism won aresounding triumph. Except for ahandful
of professorseveryonenow recognisesthat capitalism producesgreater
material abundance for more peopl e than any other economic system
ever invented.

The lasting challenge to capitalismis moral. Even Marx himself
may haveunderstood this,at leastin hisearly years. Thisbattle persists,
because many peopledtill believethat the economic gainsproduced by
capitalism have been acquired at too high aprice. The main critiques of
capitalism are familiar to you. Let me mention four.

(1) Capitalismproduces excessiveinequalitiesof incomeand weal th;
the rich get richer,and, although the poor get less poor,the gap
between the rich and the poor doesnot close.

C apitalism haswon the economic battlearound theworld, but it

(2)  Capitdism generates alienation;the worker works for someone
else - the owner of the meansof production - and is therefore
deprived of the ownership of what he produces. The worker
becomes a commodity, estranged from what he has produced
and estranged from hisfellow man, linked with the rest of society
only by acash nexus.

(3 Capitalism produces environmental harm; because of its great
success in wielding modern technology and science it has
produced ever more sophisticated devices and chemicals that
have poisoned our air and water.

(4) Finaly,capitalism causes materialism;we see asociety built ona
consumer cultureinwhich peopl eare obsessedwith gettingmore
and more, and where their wants are created for them by
television.

Now | think that there are reasonable and, to me, convincing an-
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swers to each of these criticisms.Let me mention what some of these
answers may be,and then indicate why | think the problem of the mo-
rality of capitalism none the less persists.

First,inequality.Every socia system produces inequality: if not
inequality of wealth, then inequality of power or inequality of military
might. We only have the choice of which kind of inequality wewish to
subscribe to. Many nations have claimed to eliminate market-based in-
equalities, but they have doneso only by creating non-marketinequali-
ties- aSoviet nomenklatura,aruling military elite,an elaborate black
market, or a set of non-cash perks. Inequality isan unavoidablefeature
of human lifein organised societies,and capitalist inequalityisthe one
that providesthe most openingsfor upward mobility, becausetorisein
that hierarchy you do not need the largest sword or the most votes,you
only need to accumul ate economic resources.

Between unconstrained market inequality and thelesser inequal-
ity achieved by redistribution there is much to discussand decide, and
so the welfare-state debate proceeds. Participantsin thisdebate some-
timesforget that the only society inwhich such adebate can have much
meaningisone that has produced wealth that can be redistributed,and
acquired agovernment that will do so democratically - in short,a capi-
taist society.

Alienation.| think Karl Marx waswrong, it is not work that pro-
duces alienation, it is idleness. People by and large prefer work to
nonwork, even though in many parts of the world society hasdoneits
best to encourage nonwork. In the United States, people when asked
how they feel about their jobsalmost uniformly say they liketheir work.
Americans are gloomy about the decency dof their culture and the jus
tice of their politics;it may be one of the supreme ironiesof our time
that they are often more satisfied with their employer than with their
community. If so,Marx has been stood squarely on his head.

Third, the envirorment. Environmental harm does exist, and tech-
nology islinked in important wayswith producing this harm. But that
harmisnot disproportionatel ythe result of capitalist activities.\Weknow
this, because when we tore down the Berlin wall in the early years of
this decade, and peeked over that wall to see what lay behind it in a
socidlist state,wefound avast environmental toxic wastedump.In Eagt-
ern Europe and the former Soviet Union, governments had used their
resources mindlessdy and deposited the refuse egregioudly dl about the
landscape.

Vaclav Havel explained why: a government that commands the
economy will inevitably command the polity; given a commanding



positionit will distort or destroy theformer and corrupt or oppressthe
latter. And though environmental risksare a problemfor capitalist soci-
eties, those problemsare not nearly asgreat asthey were in state con-
trolled societies.

Finaly, materialism. Yes materialism is the result of economic
progress,and yes, economic progressdoes come from capitalism. What
is revedled by materialism,however, is not acorruption of the human
soul but arevelationaf one aspect of the human soul. On thissubject |
will have more to say in amoment.

Despitemy answersto these common moral criticismsodf capital-
ism,thecriticism persists.It persistsnot only in thewords of Marx,and
Marx’s few remaining followers(most of whom seem to belocated on
the campuses on large western universities). It exists even among the
defenders of capitalism.The conventional defence of capitalismis that
it isan economicallyimpressive mechanismfor distributing resources,
and a politically useful way of preserving freedom, but it has no moral
consequences.

Friedrichvon Hayek,adefender of capitalism, wrote that'in afree
society itisneither desirablenor practicablethat material rewardsshould
be made generally to correspond to what men recognize as merit.' He
thought that capitalismwasamorally neutral tool for producing wealth;
indeed, he resisted the idea that it might have moral significance, be-
cause hedid not want it to occur to any government to try to claim that
itsmoral significancecould beimproved by publicaction. Paul Johnson,
the distinguished English historian and writer, has referred to capital-
ism'sindifferenceto the notion of moral choices.

Even if you don't read Marx or Hayek or Johnson, you do watch
television,and television contai ns the ultimate contemporary message.
In my country,which producesmuch of the television seen around the
world, every mystery story, virtually every cops and robbers story has
the samelesson.In thelast red thevillainisthe manin thethree piece
suit with neatly trimmed hair who is driving a fancy automobile, and
the hero isayoung person wearing blue jeansand atee-shirt (and, if it
iscold,a leather jacket). Never mind that inrealityit isthe opposite that
isamost invariably the case.

Teevison has captured the image of the capitalist as being the
source of those conspiraciesthat afflict modern society,and that mes
sage,if not embraced by the public,iscertainly welcomed by it.1 do not
think there isanywherein the world where you can find a monument
to capitalism. My wife and | recently visited Scotland, and discovered
that even in the country that gave birth to the founder of capitalism
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there is no monument toAdam Smith.

I haveadifferent view about the relationship between capitalism
and mordlity.ltiscertainly not theview of Marx,and itisnot theview of
Hayek or Johnson. My view isthat capitalism has three relations to mo-
rality. The first is that it assumes the existence of a mora order; that
point, | think, will be obvious to you and | will comment on it only
briefly.Secondly | will argue amore controversial point: that capitalism
in thelong run actually strengthens that moral order,indeed that it im-
proves people. Having said that, | will concedein my third point that
capitalism,like dl forms of socia organisation, hasits limits, and that
those limits must be recognised and some restrictions placed on the
activity that has brought us wealth.

First theassumptionson which capitalismrests:it requiresat least
two things of society. It requires trust and it requires a command of
your own instincts. Trust must exist in asociety for it to be a capitalist
society because people who do not trust their neighbors,do not trust
other groups, do not trust distant people, cannot trade with them; and,
unable to trade with them, capitalism remains at the level of a bazaar
economy. That is to say,afew people trading with hastily announced,
verbal prices, negotiated to suit friendsand raised to penaliseenemies.

In any economic system, buying and selling occurs, but voluntary
buyingand selling on alargescaleamongstrangersrequiresconfidence
in fair dealing that cannot depend on one party having much detailed
knowledgeabout the other. Routinised exchangespresent some of the
same problems as a Prisoner's Dilemma,in which both parties have an
incentive to cheat if they assume they will only play the game - or
engagein the exchange - once.

The solution to the dilemmalliesin repeating the gamein con-
formity with this rule: do to the other party what he has just done to
you ('tit for tat; in Robert Axelrod's phrase), but make your first move a
‘nice’ one in order to encourage the other party to do the same. In
some soci eties, mainly Western ones, this rule is enforced by contract
law; in others, notably Eastern ones, by group affiliations. Capitalism
takesadvantage of thisrulein order to createlarge, permanent markets
among strangers that can operate without incessant recourse to retri-
bution. Without that minimum level of trust,the possibility of capitalist
accumul ation disappears.

The central problem that Russafacestoday isto produce asoci-
ety that has that level of trust, so that capitalism,which now isin its
primitiveearly stages, hasa chance to flourish and bring wealth to the
entire country. For this to happen public authorities must take steps.



They must define and defend private property laws. They must define
and defend contracts and offer a meansto settle disputes between the
signatoriesof contracts. Rules against fraud and misrepresentationmust
be enforced. Today there is contract law but it is managed by the Rus
sian Mafia. There are private property claims but they are managed by
self-aggrandisementand the rulesagainst fraud scarcely exist.

The other premiseonwhich capitalism dependsisself-command.
Not only must you trust your fellow man,you must beableto trust your
own instincts, and your own instincts are to consume today what is
availabletoday and to put aside nothing for tomorrow,whereascapital -
ism requires the opposite of us.Adam Smithin TheWealth of Nations
understood that investmentwasrequired for capital to beaccumul ated,
and that investment in turn required that some people be willing to
postpone immediategratification for the sake of later (and larger) ben-
efits.

Smith did not explain why we should assumethat the number of
saverswill be sufficient to produce the necessary investment. He ob-
served that 'prodigality,’ the result of a'passion for present enjoyment,’
will diminish the capital available for economic growth, and so it will
be necessary for the'frugal man'to save enough to spare the rest of us
from the consequencesof our own prodigdity. Will thisoccur? Smith
predictsthat 'the profusionor imprudence of some'will be'awaysmore
than compensated for by the frugality and good conduct of others.'
Weadlthy soci eti esare those soci eti esin which Smith'sassumptionabout
salf-commandturnsout to betrue. Historians havenot yet fully explained
why self-command arises.

Peopledifferin their degree of self-command but are alikein the
high regardin which they hold peopl e who display self-command (pro-
vided the display is not excessive,asit is with personalities that are
miserly or rigid). Self-command is,in short, regarded (up to a point) as
avirtue, one that is essential to capitalism. The recent declinein the
rate of American private savings corresponds to a period inwhich sdlf-
indulgence has been conspicuous. | have no ideawhat to makedf this
except to suggest that a complete understanding will almost surely re-
quire acultural aswell as economic analysis. If all that mattered were
net yieldson savings, the Japanese would not be saving anything:their
banks pay very low interest rates, yet their customers save at world-
record rates.

These are the assumptions upon which a capitalist order rests,
and | think most people hearing them described will not dissent pro-
foundlyfrom thisargument. But now the more controversial part of my
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argument.My second point is that capitalismin the long run strength-
ensthe mord sensibilities. It doesso by sustaining alibera social order,
by sustaining and indeed creating criticism of capitdism itself,and by
enhancing civility among citizens.

Capitdismisessential toliberdism - and by liberdism | mean the
principlesaround which afreesociety is organised.It has becomeclear
during the last hdf century that democratic regimes only flourish in
capitalist societies. Not every nation with something approximating
capitalismisdemocratic, but every nationthat isdemocraticisto some
significant degree capitalist. There are capitalist economiesthat exist in
authoritarian states but they do not do very well. There isarelationship
between democracy and capitdism that the defenders of democracy
often overlook to their great disadvantage.

| think that the relationshiprests upontwo principles.The firstis
that capitalismrequiresfree communication.ln thelong run you do not
get ahead by having secrets. You may have a proprietary right in the
product you have invented and are now marketing, but getting that
product to the point where you can market it requiresthe freest ex-
changedf scientific and technological information.No society that con-
strainsin any meaningful way the distribution of that information can
hope to catch up in the racefor economic improvement.

Capitdism dso has another advantage that was pointed out by
the late greet British anthropol ogist,Ernest Gellner, who died ayear or
two ago. Gellner in reflecting on the failure of European communism
observed that no society can avoid finding away to channel the desire
men haveto advance themselves. In traditional and in stetist societies,
theway to attain wealthisfirst to attain power,usudly by force. Butin
market societies, production becomesabetter path to wedth than domi-
nation:

Criticsdf capitalism argue that wealth confers power,and indeed
it does,up to apoint. Show peoplethe road to wealth,status,or power,
and they will rush down that road,and many will do somerather unat-
tractive things along the way. But thisis not adecisivecriticism unless
one supposes,fancifully, that there is some wey to arrange human &-
fairs so that the desire for advantage vanishes. The red choiceis be
tween becomingwealthy by first acquiringpolitical or military power,
or getting money directly without botheringwith conquest or domina
tion.

If it isin man's nature to seek domination over other men, there
areredly only two waysto make that dominationwork.Oneis military
power,and that is the principleupon which domination existed from



the beginningdf man's time on this earth to down about two hundred
years ago, when it began to be set aside by another principle, namey
the accumulationdf wealth. Now you may feel that men should not try
to dominate other men - although | do not see how you could believe
thisin Augrdia given the importanceattached to sports. Yau may like
to replace man's desire to dominate other men,and in afew casesit is
prevented by religiousconversion or adecent temperament. But aslong
astheinstinct persists,you only have two choices,and if you chooseto
compete economically you will reduce the extent to which one group
o menwill tyrannise over another by the used military might or politi-
cal power.

Another way by which capitalism strengthens our mora senti-
mentsisthat it createsand empowersitsown critics. When Danidl Bdll
published hisfamous essay on 'The Cultural Contradictionsdf Capita-
ism, he argued that the bourgeoiscul ture- rational, pragmatic and moral
- that had created capitalism was now being destroyed by the success
of capitalism. Capitalismcreated both aparvenuclassdf rich plutocrats
and corporate climbers,and a counter-culturedf critical intellectuals
and disaffected youth;thelatter began to haveafied day exposingwhat
they took to be the greed, hypocrisy and Philiginism of the former.

Thisisathemefirst developed by Joseph Schumpeter, the great
Harvard economist,in his 1947 book, Capitalism, Socialism and De:
mocracy.lt wasaremarkable book becauseit beginswith the proposi-
tionthat Karl Marx got it exactly wrong. Capitalism will not bedestroyed,
hesaid, by itsfailures;it will be destroyed by itssuccesses.Now | think
hewaswrong to say that capitalismwill bedestroyed,but hewasright
to point to the changes capitdism bringsin the socia and political or-
der that will constitute an ever-growing, ever-larger challenge to the
right of capitalismto exist.

The way they will do thisis by creating and sustaining aclass of
intellectual s.Capitalismrequiresintel | ectual s.Businesspeopl e support
universties - especialy, it would seem, those universities that devote
much o their faculty's time to attacking business people. It supports
them for avery good reason: capitalism understandsthevalued reason
and knowledge.It understandsthe value dof scientificinquiry.It knows
that whatever the intellectual smay say on the cocktail party circuit or
speaking on television programsor writing in quarterly journas,their
generd level o activity isessential to the dissemination of knowledge.

But by creating and sustaining an intellectual classit createsand
sustainsagroup o peoplewho inevitably will becomecritics o capi-
talism, jugt as they are critics of democracy, culture, and religion.
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Intellectualslivein aworld of artificial modelsthat aredesignedin their
mind to capture some part of redity and, unlike practical people,they
think that those intellectual modelsin some cases actually describe re-
dity. And when you have the view that the world ought to fit your
model and you notice that it does not, you assume that there is some-
thing wrong with the world.Religiouszeal otsare destroyingyour pure
spiritual insights,government officials are contaminatingyour right to
communicate,and capitalists are sustaining a gross consumer-oriented
materiaist society which cannot support intellectualsat the leve to
which they are entitled.

But this process of creating and sustaining your own critics is
unique to capitalism. There is no other economic order that doesthis.
All other economic orders have to be overthrown either by military
rebellion or by internal collapse because they do not accommodate
themselvesto critics.

It isalso the casethat capitalismmakesit easier to deal withenvi-
ronmental problems.Environmental problemsexist. Air isfree;we con-
sume air without charge, we emit pollutants back into the air, often
without charge. And if somethingisfree peoplewill consumemore of
it then they redly need,or at least much more than they would if they
had to pay for it. Since we have found no way to endow cleanair with
property rights,we do not know how to limit this except by the use of
an external authority that will put somerestrictionsonit.

To compel peoplewho are engaged in productionand exchange
tointernalisedl of their costs without destroying production and ex-
change, one must be able to make proposals to people who do not
want to hear them, induce action among peoplewho do not want to
act, and monitor performance by people who do not like monitors -
and do dl o thisonly to the extent that the gainsin human welfareare
purchased at an acceptable cost. No regime will make this result cer-
tain,but only democratic capitalist regimesmakeit at dl possible. Why?
It isnot that capitalists believein the environment or have a wish to
improvethe world.It is because they are part of asysteminwhichthe
world must beimproved if they are to survive.

Capitdism bringsthree advantagesto the environmental task:

@i) It creates and maintains a private sphere o action. A private
sphere of action makes capitalism possible because you can
operatefreedf government control. But by maintainingaprivate
sphere you also provide a protected placefor people to stand
who wish to make controversial proposals. You create aworld
in which the critics of capitalism - those who wish to see



(if)

(iii)

capitalismrestrainedin order to protect the environment - have
an opportunity to move. No such world existed for them in the
Soviet Union, and no such world exists for them today in the
People'sRepublicof China. The absencedf a privatespheremeans
the absence of an environmental ethic.

Secondly,capitalism produces prosperity,and prosperity changes
the minds of people, especially young people. It endows them
what we in the social science businesscall in our professional
journals, post-materialist orpost-industrial goals. That isafancy
way of saying that when society becomes rich enough for
everybody to befed and where no-one has to struggle day and
night to put food on their table,we beginto think of other things
we can useresourcesfor. Those other thingsinclude taking care
of animals, protecting the environment, preserving land and the
like. The prosperity induced by capitalism producesof necessity
an environmental movement.How that environmental movement
is managed of course is a very real question; sometimes it is
managed very badly, other timesit is managed reasonably well.
Environmental policiesin capitalist systems will vary greetly -
from theinconsequential through the prudent to theloony - but
they will scarcely exist & dl in non-capitalistones.

The final thing capitalism brings to this task is that it creates
firms that can be regulated. You may think that thisis a trivid
statement. You al know that business firms are regulated -
sometimes to the advantage of the firm, sometimes to its
disadvantage. But | don't think you realisetheimportance of this
fact. Consider the alternative. Suppose the government ran
everything. What would be regulated?The main reason why
Eastern Europewasavast toxic waste dump, and why many parts
of China are becoming avast toxic waste dump,is because the
government owns the enterprises and one government agency
does not - cannot - regulateanother government agency. Thisis
because neither the regul ator nor the regulateehasany personal
motives to accept regulation. But they can regulatefirms,and so
when firms are producing wealth and people decide that the
distribution of wealth ought to be made to accord to an
environmental ethic, capitalism makesthat possible.

My final argument about how capitalismstrengthens morality has

to do with therise df civility. Thisisadow process;it does not occur
overnight. The beginnings of capitalist enterprise in eighteenth and
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nineteenth century England and America often do not revea persons
going out of their way to be kind to others. But as time persists the
obligationfor kindnessgrows. Now many of you may find thisa dubi-
ous statement; after all, you would argue, capitalism is based on the
principle of self-interest. How can self-interestlead oneto bemorecivil?

It isquite true that capitalism is based on self-interest. So are al
other economic systems.The great advantage of capitalism,first stated
by Max Weber, the German sociol ogit,isthat only capitalismdisciplines
self-interest. Only capitalism requires that entrepreneursworry about
what their employeesmight do - because they cannot commandtheir
employees to perform; worry about what their customers might do -
because they cannot command their customers to buy;worry about
what their investors might do - because they cannot command their
investors to invest. Capitalism is the only economic system that takes
sdlf-interest and puts it in a position in which it is moderated by the
logic of the economic system.

As a consequence, capitalist style self-interest encourages the
emergencedf civility.Let me giveyou some examples.Many of you may
recall storiesabout the old Soviet Union. In Maoscow, you tried to shop
at adepartment store (there was only one department store), or to eat
in arestaurant (there were only afew,and the government owned dl of
them). Everybody who did this brought back stories about how the
help in the department store and the waiters in the restaurants were
inattentive to the needs of the customers. Communist managers never
took customers asseriously asthey took commissars. But if you haven't
been to Moscow - and | have not - you have examplesmuch closer to
home.

In the case of the United States, take airports. Until recently the
only way to eat amed in an airport wasto sit down in a cafeteriathat
was licensed by the airport to supply on a monopoly basisall of the
food consumed in the airport. Of course you could leave the airport,
but theairport wasten milesfrom the city,so there was no other place
to go.The airport purveyor of food had no corporate name that you
would recognise,it was called something like ‘Host. The thing to know
about 'Host'was that it didn't host you;you went in and found bad food
served by indifferentor surly waiters.

Then alight bulb went on in American airport management,and
they said 'Let's license our food providing service to competitors that
have national reputations to protect.! Now you go into an American air-
port, not unlike the airports here in Australia,and you can choose be-
tween McDonad's, Burger King, Taco Bell and Starbucks. Each of these
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companies knows that how you judge them in the airport will reflect
how you evaluate them off the airport. Capitalism requires people to
treat customersasif they matter. Asany economist will tell you,afirm's
reputation hasa capital value(it issometimesmeasured on the balance
sheet as goodwill),and so business executives who wish to maximise
that valuewill devote agreat deal of effort toinculcating aserviceethic
in their employees.

You will seeaproblemin thisargument.‘Well thisis just pretence,
isn't it? 1 mean, of course McDonald's, Burger King and the like will
treat you as F you matter, but do you really matter?Isn't this just a
charade thrown up to get your three dollars and fifty cents for a Big
Mac?

To answer that question you have to ask yourself,'How is human
character formed?’ The best answer was given by Aristotle two and a
haf millenniaago. He said that human character wasformed by aproc-
essdof habituation.You did not become agood person by listeningtoa
moving sermon and memorising it, or reading a beautiful poem and
having it embedded firmly in your soul. You became a good person
because you parents and your friends told you that you must do the
right thing in countless small waysevery day,and you built up the habit
of doing a good thing, under the guidance of the people who aready
knew what agood thing was.

Now thereislittle reason to suppose that habituation ends with
adulthood or cannot occur outsidethe family.| haveto appeal to your
own intuition here, because | can present no evidence. But suppose
everybody who deliveredfood in airports still worked for Host. Would
their character off the job be better than would be the character of the
same peopl e, working for essentially the same wages, but working now
for McDonald's, Burger King, Starbucksor Taco Bell,and being told by
management to speak politely to every customer,'Good morning Maam,’
'‘Good morning Sir,"Thank you Mdam, "Thank you Sir; “Will there be
anything elseMa’am?’,'Anything el seSir? Employeesmust do that eight
hours a day, five days a week. My suggestionis that that will have an
impact on human character,just asparentstrain their children by means
of constant small reminders and an insistence on routine observances.

When Adam Smith wrote that the'understandings of the greater
part of men are necessarilyformed by their ordinary employments, he
wasworrying about the harmful effect on the mind of dull and exhaust-
ing labor. But the shortened work day and the use of machinery have
made this effect much lesslikely than it was in the eighteenth century.
Smith suggested that the increased division of labor would turn most
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workers into unhappy copiesdf Charlie Chaplinin Modern Ttmes, but
the advent of modern technology has relieved many workers of pre-
cisaly those mindlesslyrepetitive tasksthat he supposed would destroy
the human spirit. Today it may bethat it is the manners of people that
are enhanced by their daily employment.

People, of course, know the difference between a profit-making
firm on one hand and achil d-rearingfamily or asoul-comforting church
on the other. They have different expectations of each. But no econo-
mist should suppose that since firmsare about profits, that is dl they
are about, any more than we should imagine that becausefamiliesare
about sex that isdl they are about.

There is still an American institution that has not yet embraced
this philosophy of mine. It is Disneyland.l don't mean to criticise Dis-
neyland; on the contrary,along with jazz music and the United States
Constitution,| regard it asone df the three greatest organi sational accom-
plishmentsof American culturein thelast 200 years.| adore Disneyland
- | take my children and my grandchildrenthere every chance | get -
but it has one problem. Disneyland sellsitsown food. No matter which
restaurant you go to, the Mexican restaurant,the Italian restaurant, the
Frenchrestaurant, the seafood restaurant, it’s Disneyland food.The food
isawful.lt hasnot occurred to them to license out food distribution to
companies that havea personal, self-interested stake in supplying good
food and thusin teaching their employeesto do better.

Capitalism promotes civility in another way: it makes prejudice
too expensiveto afford. Thegreat Nobel laureateeconomist,Gary Becker
pointed this out in a book written 40 years ago. People didn't take it
seriously then but | think we must takeit serioudly now. If you say to
yourself that you will not serve or employ blacks, or Turks, or Cypriots,
or whatever group your society happens to be hostile to, you will re-
ducethe number of customersyou can reach and the number of poten-
tia employeesyou can hire. This has the effect of shrinkingyour mar-
ket and raising the wages of those employeeswhom you can hire.

Now in some environments,such asin the American south until
the 1960s, it was possible to maintain segregationin public facilities,
because the legal system and its surrounding culture supported segre-
gation so strongly that a busi nessperson had no chance. Embeddedina
thoroughly racist community, capitalism could easily exist side by side
with prejudice, because there are no competitive disadvantagesto act-
ing on the basis o prejudice. But once that legal and cultural system
began to crack,once there were afew opportunitiesfor hiring people
on a non-discriminatorybasis or serving customers on a non-discrimi-



natory basis, firms changed dramatically. The nationwidefirmschanged
the fastest, because they redlised that capitaism isincompatiblewith
prejudice.

None of thisisto deny the important role played by law, court
order,and the example of desegregated government agencies. But im-
aginerapid desegregationoccurringif only law wereoperating. It would
bedow, uneven,and painful. Public schoolsdesegregated moredowly
than hotel sand restaurants,not only becausewhite parentscared more
about whom their children went to school with than about who wasin
the next hotel room or at the next café table, but also because school
authoritieslacked any market incentiveto admit more or different pu-
pils. Indeed,a statist economy will not only resist desegregation,it will
alocate economic benefits - franchises,licenses, credit - precisely on
the basis of political,class, ethnic or racid status. It is capitalism that
really requiresa cosmopolitanattitude.

Findly,l think that capitalism enhancescivility by promoting salf-
command - not invariably, not routingly, but often enough. You may
have an especially rich executivesuite equipped with two helicopters
and two Lear jets,and you mey takelong vacations and you may accu-
mulatelargesdaries. But somebody out thereisgoing to noticeit. There
will beahostiletakeover attempt,and the first thing they will promise
to doisto sl the helicoptersand the Lear jetsand reduce the size of
your office,to deliver more vaue to the shareholders.It does not hap-
pen automatically,and it does not happen in every case,but it happens
often enough so that executivescontemplatingtheir own benefitsreal-
ise that somebody islooking over their shoulder.

Capitdism creates privilege; socidism creates privilege; mercan-
tilism creates privilege; primitivism creates privilege. Men and women
everywherewill seek advantage,grasp power,and maintain hierarchies.
But to the extent that a society is capitdist it is more likely than its
aternativesto sustain challengesto privilege.

These are the ways in which, in my view, capitalism enhances
morality. There are limitsto this, limitsthat exist in any socia or eco-
nomic system. Every human activity hascosts (it wasadefender of capi-
talism, after dl, who reminded us that there is no such thing as afree
lunch). We know that capitadismleft unattended can produce monopoly
or achieve privileged political positions. Adam Smith argued againgt
thisin 1776 in TheWealth of Nations. We aso know that capitalism,
likedl economic systems, will consumeexternal resourcesboundlesdy
if it doesn't have to pay for them. S laws have to be put in place to
block collusionand fraud and monopoly and theunfettered useof scarce
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natural resources. However,| think that democratic politicsis keenly
aware of the opportunities to do this.

Having said al of thislet me conclude with the following note.
Capitalism,despite my arguments, perhaps indeed because of my argu-
ments, will retain its critics. It will dways be a system under attack.
There will never be amonument built to it. Adam Smith will remain a
name in Scotland with probably no statue erected to him. And why?
Thereare at least two reasonsthat occur to me.

Oneisthat people prefer equality to liberty. Thisis an observa-
tion Alexis deTocqueville made about the United Statesin the 1830s,
and | think it is even more true today. Americans, Australians and Eng-
lishmen havefought to defend liberty,but only when it wasclearly chal-
lenged.The rest of the time liberty is something that worksto the ad-
vantage of small dissident groups, reactionariesor radicals.We do not
live and breathe a desire to see our personal liberty maintained. But
equality,ah wel! If you can reduce the gap between me and my fellow
man, by raising me up or by pulling him down, that | can see asacon-
tinual and constant benefit. And asaresult, no matter whoisin office,
whether it isMargaret Thatcher or Ronald Reagan or their deepest crit-
ics,the share of public resourcesthat go from the private sector to the
public sector continually increasesin al industrialised nations.

The other reason,which is perhaps more compellingin thelong
run,isthat capitalism revea sdl sidesof human nature.When you allow
people to produce what they want, some will produce thingsthat we
don't like, and otherswill consume thingsthat wedon't like.We will get
from Hollywood trashy movies.We will get from the mediatabl oid jour-
nalism, We will get from the pharmaceutical businessfeel-good drugs.
We will get from music composers self-indulgent music. We will get
from our childrenidioticadol escentdresswith spiked purple hair knobs.
There is an enormous temptation to say that these prices we pay are
too high.

But this is human nature revealing itself,and human nature isa
mixed bag. We have beautiful instincts,and we have base instincts. We
like good thingsand we also like trashy things.Kenneth Minogue,who
teaches politicsat the London School of Economics,once said,‘Capital-
ism iswhat happens when you leave people aone.' To which | would
only add, “What you see iswhat you get.'



Vote of Thanks

Peter Dodd
Board Member
The Centrefor I ndependent Studies

nce again, we've been privileged to have at the Bonython

Lecture a marvellous address on a topic of relevance and

interest. Alen waskind enough to refer to me asan intellectual
giant. | think when you seethe record of James Q.Wilson, you hear him
present,and you realisethe breadth and depth of what he studies,what
he thinks and what he writes, hisclamsarefar greater than mine will
ever be asasmplefinancial economist.

. I supposeif | had to write another titlefor his speech tonight it
would be'Capitdism - the good, the bad and the ugly.' | think some-
timeswe do get a bit blasé about the successwe &l know comesfrom
capitalism, and we forget jus how vulnerable we are, and especiadly
about thelink between capitalismand democracy. In fact,capitalismis
important to democracy,and viceversa. It'sincumbent uponall capital-
ists, managers,shareholders and others, not only to defend capitalism,
but to participatein and to support the creation of knowledge and the
creation of public policy.

So | would takealot out of what Professor Wilson told ustonight.
It made me st back and think more about what we're about in society,
what the roledf capitalismisin thegenuinecreationd abetter future.
So would you al join with me please in thanking James Q. Wilson for a
marvellouspresentation.
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