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There is no need to apologise for capitalism, nor for profit-oriented business enterprises. They have long been, and still remain, forces for economic progress.  This primary role of business has not changed. It remains the same in the 21st century as it was in the 20th century, or for that matter in the 19th.

The idea that a new era has recently dawned, in which the purpose and mission of business have to be redefined in the name of ‘Corporate Social Responsibility’ (CSR), is false.

Capitalism could function better than it now does, and the primary role of business could be better performed. But these come under the heading of policy.  Before turning to that aspect I want to make some points under two other headings – first, history; and second, profits and business conduct.

Capitalism and economic progress
Over the past century and a half or more, and especially since the Second World War, economic progress has been made on a scale which few if any predicted, through increases in productivity and output per head.  Over the past six decades the world economy and most, though by no means all, the regions within it have grown at rates that were higher than past history would have suggested as likely or even possible. Within the group of countries that were already rich in 1950, every member has shared in this greatly increased prosperity. But the record of economic progress over the period goes well beyond this group of already advanced countries, in ways that half a century ago no one foresaw or even imagined and which mark a decisive break with the past. 
These developments have further confirmed, what earlier economic history already indicated clearly, that everywhere, the material progress of people -  rich and poor alike - depends primarily on the dynamism of the economies in which they live and work. The progress of workers does not chiefly depend on the activities of trade unions or the regulation of wages and employment, which may indeed make economies less dynamic. The advances made by poor people through the development of social services and progressive taxation can be overshadowed by the gains which arise from economic growth. 
How is one to account for the kind of economic dynamism which makes possible substantial and sustained advances in material welfare?  There are many ways of approaching this question, and many ways of answering it. But I believe that the principal direct impulse to economic progress comes from profit-related activities and initiatives on the part of business enterprises. This is true of countries everywhere, past and present, rich and poor. From an economy-wide perspective, viewing enterprises from outside rather than within, the primary role of businesses everywhere, now as in the past, is to act as a vehicle, a conduit, for economic progress.  
This business contribution results from the twin stimuli which only a market economy provides: wide-ranging entrepreneurial opportunities and pervasive competitive pressures. The two aspects are inseparable, since the competitive pressures largely arise from market opportunities which are themselves opened up by economic freedom.
The role of business enterprises as vehicles of economic progress is linked, now as in the past, with capitalism, private ownership and profit-directed activity. In order to generate the necessary combination of entrepreneurial opportunities and competitive pressures, an economy has to be one in which goods and services are typically provided by commercially-oriented private firms.
This primary role of business is not one that individual enterprises consciously set out to play: it is not, and cannot be, internalised by them. Economic progress does not at all depend on a commitment by businesses to bring it about. It results directly from business actions but it is not the motive, or the goal, that underlies and propels those actions.  

Profits, motives and the general welfare

In a well-functioning market economy, enterprise profits are performance-related: they can only be earned by providing customers of all kinds with products and services that they wish to buy, and doing so in a resourceful and innovative way. Profits can thus serve as an indicator – not a precise measure, but an indicator - of each enterprise’s contribution to the welfare of people in general. As such, they provide an indispensable economic signalling function. Of the many anti-market slogans that are now in vogue, the most misleading, and potentially the most damaging in its effects, is that of ‘people before profits’.
How reliable profits are as indicators of an enterprise’s contribution to the general welfare depends on how far they are in fact performance-related. This in turn depends very largely, though not exclusively, on the extent of competition and economic freedom. 
The positive function of performance-related profits is often overlooked or played down, while profit-earning as such is widely condemned or viewed with suspicion. Some see the profit motive as simply a manifestation of greed: such an approach disregards the signalling function of profits and gives a distorted picture of business mentality. 
A more moderate critique views the profit motive not as evil or unworthy but as nonetheless inherently defective because it is unavoidably tainted by self-interest. This approach typically takes no account of the virtues that may go together with self-interest; makes no distinction between self-interest, on the one hand, and selfishness, egotism and greed on the other; and gives insufficient weight to the benefits which the lawful self-interested conduct of people and enterprises can generate within a market economy.
Critics of the profit motive, including advocates of CSR, typically fail to distinguish between profits that are performance-related and those that are not, and to recognise the indispensable signalling function of profits. They focus on motives rather than results. They assume too readily that actions that will benefit others must involve personal sacrifice.
Does this mean that business conduct and morality are two separate spheres? Not at all. To emphasise the primary role of business, and with it the signalling function of performance-related profits, is not to imply that ethical considerations have no place in the business world. Today as always, profit-oriented businesses have moral as well as legal obligations.  Situations can well arise in which directors and managers, and often shareholders too, may need to consider what it would be right for a company to do, as well as what is legally permitted to it or required of it. Further, managers have moral responsibilities to owners. Issues of professional ethics arise in business just as in other walks of life. 
The doctrine of CSR provides no useful guidance on such questions, and is not consistent with sound principles of corporate governance. 
It is too simple to view business conduct in terms of an exclusive choice between actions that are profit-oriented and those that are altruistic: other motives are involved, including the wish to be respected by others and the professional satisfaction derived from meeting and overcoming obstacles to success. Such motives typically help to improve entrepreneurial performance. But an acid test of whether business professionalism is well directed from the point of view of people in general is the profitability of its end-product.

Reinforcing the primary role of business
There is a lot that can be done to improve the business contribution to our general welfare and to ensure that the primary role of business is more effectively performed. A leading objective of economic policy – of course, it is not the only objective - is to improve the working of the market economy.  This points to two headings for action: first, actions to make good the limitations of markets, in particular by dealing with external effects; and second, actions to maintain and extend the scope of competitive markets. Under both headings, the effect is to make enterprise profits more performance-related and hence a better indicator of changes in the general welfare. 
Again under both headings, the responsibility for deciding policies and for giving effect to them rests not with businesses but with governments.  It is not through transforming enterprise goals and conduct, in the ways suggested by advocates of CSR, that the business contribution to the general welfare can be improved, but rather through actions by governments to widen market opportunities and increase competitive pressures, through liberalisation. The aim and effect of liberalisation is to increase economic freedom.
Liberalisation is not designed to serve the interests of business, nor does it do so: more often than not, businesses are opposed to it. It does not increase the power of corporations. It opens up opportunities for individuals as well as enterprises.  Exploiting opportunities is not the same as wielding power.
To argue a case for liberalisation today does not carry with it a commitment to some radical libertarian blueprint, or to some generalised notion of ‘leaving it to the market’. It implies no more than a belief that, as compared with the present state of affairs, extending economic freedom would bring significant and widely diffused gains in material welfare, chiefly through reinforcing the primary role of business.
In today’s world, there is everywhere ample scope for further liberalisation. It is not the case, in any country, that in recent years market-oriented reforms have been carried to extremes. These reforms have not established a ‘neo-liberal hegemony’, nor have they signalled ‘the end of history’.
The main headings for liberalisation today include: greater freedom of international trade and investment flows, further privatisation, through arrangements that will further free entry and competition; further opening up to competition the supply of goods and services that are provided largely or entirely at public expense; ‘marketisation’ i.e. charging people, whether as individuals or as voters, for what are now free or heavily subsidised goods and services; and deregulation (or relaxing regulation) under many headings, including reversal of the general trend towards eroding freedom of contract.
Of course, economic policy has other aspects and aims. The case for enlarging economic freedom refers to the general welfare only, without regard to who may gain and who may lose from the working of competitive markets or from changes that extend their scope. But everywhere, governments and voters are also deeply concerned with questions of distribution, equity and fairness. It is true that economic freedom and economic equality can go together.  All the same, they are distinct goals, and they may conflict.
However, the case for liberalisation is not necessarily undermined if considerations of fairness, equality and poverty are given weight. There are many anti-liberal measures which do not claim to promote equality: this is true for example of most trade restrictions, as also of the EU’s Common Agricultural Policy and its counterparts in other countries.
Even where liberalisation brings with it greater inequality, the case for it may still be strong, especially if it makes poor people better off than they otherwise would be. Historically, the progress of poor people has largely resulted from the gains that economic freedom has brought, by opening up opportunities for them and others.

To sum up, two main propositions. The primary role of profit-oriented business enterprises, now as in the past, is to act as a vehicle for economic progress. The effectiveness with which these enterprises perform that role chiefly depends, now as in the past, on the extent to which governments maintain and enlarge the domain of economic freedom. 

� I have set out a case against CSR in a short book entitled Misguided Virtue: False Notions of Corporate Social Responsibility, published in London in 2001 by the Institute of Economic Affairs. 
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