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Milton Friedman received the Nobel Prize for Economics in 1976. Educated at Rutgers,
Chicago, and Columbia, in his own writings and teachings, he led the intellectual attack
on the legacy of the New Deal — with its harness of regulating controls on the economy —
and insisted on the view that “free market” principles were a better guarantor of an
expanding economy and “distributive justice.” In the selection below, Friedman argues
against those who insist on “the social responsibility” of the corporation. In his view, the
corporation has one responsibility central to all others in a free market system. It isto
““use its resources and engage in activities designed to increase its profits” while it
“engages in open and free competition without deception and fraud.”

QUESTIONS: What would you say about Friedman’s argument? Are their tensions
between his position and John Paul I1’s understanding of business in Centesimus annus?
If so, what are they? If not, how are they compatible?

THE SOCIAL RESPONSIBILITY OF BUSINESS IS TO

INCREASE ITS PROFITS
MILTON FRIEDMAN

hen | hear businessmen speak eloguently about the “social responsibilities of
business in a free-enterprise system,” | am reminded of the wonderful line

about the Frenchman who discovered at the age of 70 that he had been
speaking prose all his life. The businessmen believe that they are defending free
enterprise when they declaim that business is not concerned “merely” with profit but also
with promoting desirable “social” ends; that business has a “social conscience” and takes
seriously its responsibilities for providing employment, eliminating discrimination,
avoiding pollution and whatever else may be the catchwords of the contemporary crop of
reformers. In fact they are-or would be if they or anyone else took them seriously-
preaching pure and unadulterated socialism. Businessmen who talk this way are
unwitting puppets of the intellectual forces that have been undermining the basis of a free
society these past decades.

The discussions of the “social responsibilities of business” are notable for their analytical
looseness and lack of rigor. What does it mean to say that “business” has responsibilities?
Only people can have responsibilities. A corporation is an artificial person and in this
sense may have artificial responsibilities, but “business” as a whole cannot be said to
have responsibilities, even in this vague sense. The first step toward clarity in examining
the doctrine of the social responsibility of business is to ask precisely what it implies for
whom.

! From Friedman, Milton. “The Social Responsibility of Business is to Increase Its Profits.” The New York
Times Magazine, September 13, 1970. Used with permission.



Presumably, the individuals who are to be responsible are businessmen, which means
individual proprietors or corporate executives. Most of the discussion of social
responsibility is directed at corporations, so in what follows | shall mostly neglect the
individual proprietors and speak of corporate executives.

In a free-enterprise, private-property system, a corporate executive is an employee of the
owners of the business. He has direct responsibility to his employers. That responsibility
is to conduct the business in accordance with their desires, which generally will be to
make as much money as possible while conforming to the basic rules of the society, both
those embodied in law and those embodied in ethical custom. Of course, in some cases
his employers may have a different objective. A group of persons might establish a
corporation for an eleemosynary purpose- for example, a hospital or a school. The
manager of such a corporation will not have money profit as his objectives but the
rendering of certain services.

In either case, the key point is that, in his capacity as a corporate executive, the manager
is the agent of the individuals who own the corporation or establish the eleemosynary
institution, and his primary responsibility is to them.

Needless to say, this does not mean that it is easy to judge how well he is performing his
task. But at least the criterion of performance is straightforward, and the persons among
whom a voluntary contractual arrangement exists are clearly defined.

Of course, the corporate executive is also a person in his own right. As a person, he may
have many other responsibilities that he recognizes or assumes voluntarily-to his family,
his conscience, his feelings of charity, his church, his clubs, his city, his country. He may
feel impelled by these responsibilities to devote part of his income to causes he regards as
worthy, to refuse to work for particular corporations, even to leave his job, for example,
to join his country’s armed forces. If we wish, we may refer to some of these
responsibilities as “social responsibilities.” But in these respects he is acting as a
principal, not an agent; he is spending his own money or time or energy, not the money
of his employers or the time or energy he has contracted to devote to their purposes. If
these are “social responsibilities,” they are the social responsibilities of individuals, not of
business.

What does it mean to say that the corporate executive has a “social responsibility” in his
capacity as businessman? If this statement is not pure rhetoric, it must mean that he is to
act in some way that is not in the interest of his employers. For example, that he is to
refrain from increasing the price of the product in order to contribute to the social
objective of preventing inflation, even though a price increase would be in the best
interests of the corporation. Or that he is to make expenditures on reducing pollution
beyond the amount that is in the best interests of the corporation or that is required by law
in order to contribute to the social objective of improving the environment. Or that, at the
expense of corporate profits, he is to hire “hardcore” unemployed instead of better
qualified available workmen to contribute to the social objective of reducing poverty.

In each of these cases, the corporate executive would be spending someone else’s money
for a general social interest. Insofar as his actions in accord with his “social
responsibility” reduce returns to stockholders, he is spending their money. Insofar as his



actions raise the price to customers, he is spending the customers’ money. Insofar as his
actions lower the wages of some employees, he is spending their money.

The stockholders or the customers or the employees could separately spend their own
money on the particular action if they wished to do so. The executive is exercising a
distinct “social responsibility,” rather than serving as an agent of the stockholders or the
customers or the employees, only if he spends the money in a different way than they
would have spent it.

But if he does this, he is in effect imposing taxes, on the one hand, and deciding how the
tax proceeds shall be spent, on the other.



