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In the new era of business power, the old philosophy of business
responsibility has been outdated. This article suggests a new and

more adequate standard to follow in judging your responsibility,

as a businessman, to society.

The television quiz show scandal, aired last
autumn in Congressional hearings, has high-
lighted an issue that has been of increasing
concern to many people—the public respon-
sibilities of private businessmen. Concern
about business power is not new, but the
past decade has seen a growing conscious-
ness of the problems that business power can
create in a democratic society,

It is the contention of this paper that the
heightened interest in the problem of busi-
ness responsibility can be explained in terms
of two developments of the twentieth cen-
tury. One of these developments is intellec-
tual, the other is institutional in character—
and both of them are related to the collapse
of laissez faire as a philosophy and as an eco-
nomic order.

The Relevance of Laissez Faire

The disintegration of the world economy,
starting early in the present century, sig-
naled the beginning of the end for the laissez-
faire philosophy and all its supporting in-
stitutions. The trend, accelerated by the First
World War and the subsequent monetary
panics of the 1920's, culminated in the early
1930’s in what Karl Polanyi has charac-
terized as “The Great Transformation.” Free
economy was transformed into regulated
economy in all of the advanced nations that
stood in the capitalist tradition, including
Soviet Russia, where the 5-year plans were
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initiated; Germany, where National Social-
ism was in the ascendant; Italy, which was in
the throes of corporate Fascism; and the
United States, where the New Deal was
the symbol of institutional transformation on
a grand scale. These and other domestic
economies, seeking to protect themselves
from the ravages of a self-regulating market
mechanism, were transformed to an economy
in which centralized state planning and
regulations were increasingly the rule rather
than the exception.!

At the same time, it became more and
more obvious that the world of business it-
self was the scene of growing economic
power. Moreover, the growth of the large-
scale corporation, with its tendency to
divorce legal ownership from actual control
of operations and with its technique of feed-
ing upon itself for growth capital, freed the
giants of business from the checks formerly
put upon them by stockholders and capital
investors. In addition, business had com-
bined two forces to dilute what could be
considered “consumer sovereignty:” a refined
and sophisticated advertising program and
what amounted to programming control of
one of the nation’s mass media of communi-
cation, thereby making possible the massive
tailoring of consumer tastes to the standards
of mediocrity that have become so common
in our times.

1 Karl Polanyi, The Great Transformation (New York:
Rinehart and Company, 1944).



All of this institutional transformation was
remarkable enough. Even more remarkable
(though far less spectacular) was the intellec-
tual revolution that accompanied the insti-
tutional change of the old order. It was to be
expected that the maxims that had guided
economic thinking for over a century would
undergo change as the institutions them-
selves were transformed, and as early as
1933, Robinson and Chamberlin had written
economic treatises discussing the impact of
the large-scale corporation on traditional
forms of competition.* Three years later
Keynes published The General Theory of
Employment, Interest and Money.

But the real revolution in ideas came from
without—primarily from the social sciences.
Psychology challenged the concept of a ra-
tional “economic man” who always pursued
pleasures and avoided pains. Sociology ques-
tioned the individualistic “Robinson Crusoe”
theory of behavior which had been an article
of faith with economists for years. And com-
parative anthropology brought into serious
question the belief in natural rights and
natural order—a belief basic to the philos-
ophy of laissez faire.

In a few words, the philosophy of laissez
faire had collapsed as thoroughly as had its
supporting institutional framework. All of
the major foundation stones were disinte-
grating, Gone, or seriously weakened, was
the invisible hand of free competition which
was to guide selfish interests into socially-
useful channels. Displaced from the center
of the stage were the old forms of business
organization—the proprietorship and the
partnership—through  which competition
was to work. Gone was the theory of be-
havior which posited a free and rational in-
dividual capable of promoting his own in-
terests if only allowed to do so by a meddle-
some government. Gone was the theory of
social institutions which found at their core

2 Edward Chamberlin, The Theory of Monopolistic
Competition (Cambridge: Harvard University Press,
1933); Joan Robinson, The Economics of Imperfect
Competition (New York: Macmillan, 19383).
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a rational desire of man to solve his prob-
lems. Gone was the theory of a harmony of
interests which was to be the automatic out-
come of the self-seeking interests of a society
of rational men checked in their selfishness
by the invisible hand of competition. A type
of civilization and a way of thinking were
truly “gone with the wind.”

The collapse of the laissez-faire philosophy
created a philosophical vacuum. It is this
vacuum that businessmen and others inter-
ested in the issue of business responsibility
have been trying to fill since the end of
World War IL Under the laissez-faire philos-
ophy private interests were supposed to be
channeled into publicly useful pursuits, but
now such institutions as had been responsi-
ble had fallen into disuse. Under the laissez-
faire philosophy, there had been a social
theory by which private interests could be
harmonized with the interests of society at
large. This meant that there was no need to
be concerned deliberately with the social
responsibility of private businessmen; it
would be produced automatically. But now
there was no such theory. Quite plainly, the
older rubrics no longer furnished an ade-
quate intellectual system for explaining the
social consequences of business activities.
Hence, the collapse of laissez faire posed a
giant intellectual conundrum for social
theorists: How could a society with demo-
cratic traditions and democratic aspirations
rationalize the growing amounts of power
accruing to businessmen? And how could
that power be channelled into socially-useful
functions without driving the populace into
some Orwellian nightmare of 1984 propor-
tions?

Several events conspired to cloak the true
nature of the crisis until after the Second
World War. It is true that a few questioning
voices were raised during the 1930’s and the
1940°s—most notably those of Adolf A. Berle
and Gardiner C. Means in their monumental
study, The Modern Corporation and Private






