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P.T. Barnum is best known for the phrase, “There’s a sucker born every minute.” In fact,
however, the great showman never made that statement, and, with a few exceptions mostly
clustered early in his career, he conducted his business enterprises in a virtuous manner.
Moreover, he was among the first fully to appreciate that this approach was the best path to long
term wealth. In time, he worked his ideas about business virtue into a lecture, “The Art of
Money-Getting,” and incorporated it into his 1869 autobiography, modestly entitled Struggles
and Triumphs.

I would like to apply some of Barnum’s observations and argue that virtuous business
behavior was an innovation, the discovery and application of which substantially enhanced the
economic advancement of what we now call the developed world over the last two centuries. The
argument can be sketched out in six propositions.

1. Under capitalism, virtue is considerably more than its own reward.

Capitalism tends, all other things equal, systematically, though not uniformly, to reward
business behavior that is honest, fair, civil, and compassionate. Such slogans as, “Honesty is the
best policy; it’s also the most profitable,” “a happy employee is a productive employee,” and
“the customer is always right” are not only sound advice, but are part of a broader set of rather
self-effacing moral principles that modern business has found, on average, to be
wealth-enhancing in the long run. Some scoundrels do become rich even as some heavy smokers
escape cancer. Nonetheless, as nonsmoking is, in general, good for your health, virtuous business
behavior is, in general, good for your bottom line.*

! However, although honesty and the other virtues may be central to ordinary business transactions where both
parties gain and where each often has a long term reputation to maintain, the acquisitive have a strong incentive to
minimize the confiscation of their wealth (eg, taxes) by any means feasible. For the most part, tax evasion is



Honesty. As Barnum points out, “the most difficult thing in life is to make money
dishonestly” since “no man can be dishonest without soon being found out” and “when his lack
of principle is discovered, nearly every avenue to success is closed against him forever.” Thus,
even “as a mere matter of selfishness,” he concludes, “honesty is the best policy.”

Fairness. Relatedly, business people who engender the reputation for being sharp
operators—those who price gouge or take “unfair” advantage of a situation when the opportunity
presents itself-will find others approaching them with a wariness that is not wise from an
economic standpoint. As Barnum puts it succinctly, “Men who drive sharp bargains with their
customers, acting as if they never expected to see them again, will not be mistaken.” That is, as a
general rule, one should give a sucker an even break.

Civility. Although rudeness is hardly unknown among capitalists, the system itself
rewards civil behavior: in Barnum’s words, “politeness and civility are the best capital ever
invested in business.” Customers and deal makers who are treated well will be more likely to
return. And employers who are considerate and courteous to their employees will tend to find
them working harder or for less money—or both. They will also be less likely to join unions, quit
without warning, or steal from the company.

Compassion. It is also generally good for business to show a sense of compassion, of
community responsibility, of charity, and of altruism. Barnum, none too surprisingly, had
something to say on this issue: “Of course men should be charitable, because it is a duty and a
pleasure. But even as a matter of policy, if you possess no higher incentive, you will find that the
liberal man will command patronage, while the sordid, uncharitable miser will be avoided.”
Operating on this premise, he carried out his various business ventures with an eye toward what
he called “profitable philanthropy” in the anticipation that the larger his reputation for liberality,
“the more liberal the public would surely be to us and our enterprise.”

2. It is not obvious that virtuous business behavior is profitable.

Virtuous business practices may be financially beneficial, but this reality may not be
obvious to the very capitalists who stand to benefit from them.? There seem to be at least four
reasons for this.

1. Capitalism’s image. Although capitalism is generally given credit, even by its many
detractors, for generating wealth and for stimulating economic growth, it is commonly maligned

probably kept in check mostly by the effective threat of detection and coercion. It should also be noted that the
capitalist virtues are essentially calculated and therefore insincere: capitalism encourages people in business to be
virtuous not because virtue is valued for itself, but because of acquisitiveness or greed. However, most people find it
difficult to counterfeit morality, and using not much more than common sense, people very often can, at least on
substantial exposure, spot pretenders. It is likely, then, that, in general, the best way to seem virtuous is actually to
be so.

2 Nor does successful capitalism require that people generally understand the economic form. In polls conducted in
1990, the residents of capitalist New York tended to agree with those in still-Communist Moscow that it is “unfair”
for an entrepreneur to raise prices merely because demand increases, and New Yorkers were, if anything, less
tolerant of economic inequality, more distrustful of “speculators,” and less appreciative of the importance of
material incentives. However, faulty popular perspectives do not seem to have notably hampered the fundamental
workings of capitalism at least in advanced capitalist democracies of late. Although there probably ought to be some
guiding minds at work for capitalism to be properly instituted and maintained, it does not appear necessary for
people in general fully to appreciate them, or even to believe in them, for them to work.



for the deceit, unfairness, dishonesty, and discourtesy that are widely taken to be the normal
consequences of its apparent celebration of greed. This negative image of capitalism has been
propagated for centuries—perhaps forever—not only by Communists and socialists, but by the
church, popular culture (including capitalist Hollywood), intellectuals, aristocrats, and often by
capitalists themselves—particularly by those who have lost out in the competitive process.

2. Aversion to short term loses. To make more money in the long run very often requires
making less in the short run, an important reality that has often proved difficult to grasp.® When
a dissatisfied purchaser returns to a store, it is clearly to the retailer’s short term interest to refuse
to take the item back. Haggling with the customers is advantageous in the short term to retailers:
they know much more about the product and are likely to be better bargainers because, unlike the
average customer, they do so all the time. By putting few coals on the office fire, Scrooge saves
money in the short run even though his shivering clerk is likely to be less productive as he
desperately tries to warm himself on his candle. When supplies suddenly drop or demand
suddenly escalates, price gouging is perfectly appropriate in the short term. And it never makes
sense in the short term to give a sucker an even break.

3. Human nature. Civility and other business virtues may be admirable as well as
profitable, but they are not natural to all people in all circumstances.

Example 1. Wanamaker as shopper. The profitable, if patently absurd, business

principle, “the customer is always right,” is not always easy to follow. John

Wanamaker, the nineteenth century retailer, recalls going to a jewelry store as a

boy on Christmas eve to buy his mother a gift. He spent a long time looking at the

goods on display and finally made a choice, but as the jeweler was wrapping it up,

the boy changed his mind and said he would like to take another piece instead but

the jeweler refused to allow him to do so. Wanamaker recalls that he was “too

abashed to protest,” and it seems a reasonable speculation that he never

patronized that store again and has retold the story many times. The exasperated
jeweler’s reaction was fully human, but it was foolish business behavior.

Example 2: Barnum’s usher. One of the ushers at Barnum’s Museum once told

him he intended to whip a man who was in the lecture room as soon as he came

out “because he said | was no gentleman.” Barnum dissuaded the usher from this

natural reaction by explaining to him the value of business virtue: “I cannot afford

to lose a customer. If you whip him, he will never visit the Museum again, and he

will induce friends to go with him to other places of amusement instead of this,

and thus, you see, | should be a serious loser.”

Example 3: The appeals of egoism. “The pride of man,” warns Adam Smith,

“makes him love to domineer,” and Smith was appalled at the tendency for high

profits to “destroy that parsimony which in other circumstances is natural to the

character of the merchant.” People in business, particularly successful ones, can

® On the other hand, the quest for short term gain stimulates speculation, an activity that benefits capitalism which
requires that investment money generally be transferred from bad enterprises to good ones. However, speculators do
worse on average than those who simply buy and hold. Thus, they effectively act as altruists—that is, they
knowingly and systematically take a financial loss in order to better the economic condition of their more laid-back
fellows. In an important respect, therefore, capitalism is profoundly irrational.



indeed become egotistic about their enterprises, not unreasonably seeing them as

extensions of their personalities, and they can foolishly come to behave like

despots in their self-generated and often rather petty domains. Thus, one CEO

fired an executive in front of his whole company of 100, essentially sadistic

behavior that may have few negative consequences for the perpetrator when he is

a drill sergeant terrorizing a group of conscripted recruits, but is a distortion of

sensible acquisitive behavior under capitalism. As one appalled businessman puts

it pointedly, “l leave it to you to judge how this stunt would motivate the

ninety-nine survivors.”

Example 4: The appeals of self-righteousness. Successful capitalists can also

become superior, attributing their wealth entirely to their own skills and moral

excellence. Even the mild mannered and genuinely pious John D. Rockefeller

(whose immense fortune came not only from a lot of hard work, but also from

some spectacular good luck) once suggested that “the failures that a man makes in

his life are due almost always to some defect in his personality, some weakness of

body, mind or character, will or temperament.”

Example 5: Scrooge as a natural codger. Some business people are naturally

grumpy and vindictive. Scrooge, for example, is very grudging when he allows

his clerk to have Christmas day off. But since he is going to do so anyway, it

would be advantageous to Scrooge to tender the gift with an air of graciousness

and good feeling: at no cost to Scrooge, his clerk would feel a sense of gratitude

and loyalty. Scrooge seems to know this because he later recalls with considerable

pleasure amiable treatment at Christmastime that he had once received from an

earlier employer—treatment which was not at all expensive to the employer. Yet,

presumably because of his natural grumpiness, Scrooge is unable to bring himself

to emulate such economically sensible behavior.*

4. The existence of plausible contrary folk-wisdom. As bleeding and the application of
leeches to cleanse the body of deadly substances does have a certain rough plausibility, so it is at
least plausible that wealth is best achieved by unvirtuous methods. When Napoleon pronounced
that “the surest way to remain poor is to be an honest man,” he was certainly subscribing to
wisdom that was (and is) widely held. Indeed, when Quakers, a religious group that requires
absolute honesty from its members, became rich in part because of this quality, they were
regularly accused of hypocrisy. Related is the still common notion that wealth, like matter,
cannot be created or destroyed, and therefore that people who become rich must necessarily do

* Things, actually, are a bit more complicated. Because Scrooge is naturally grumpy, sudden graciousness would
probably be suspiciously (and accurately) viewed as self-interested and contrived by the clerk (or more likely by his
sharper witted and sharper voiced wife). It could thus be economically counterproductive. Scrooge’s convenient set
of traumatic dreams, however, has the (somewhat improbable) effect of transforming his personality, and he
becomes a Nice Person. Accordingly, subsequent gracious behavior will likely be accepted as genuine (because it is
s0), and he will profit accordingly as his employee becomes more loyal and hard-working and as business associates
find more pleasure in dealing with him. Any previous success in business had presumably been due to his diligence
and to his (sometimes brutal) honesty and despite his unfeeling humorlessness and disagreeableness. After his
remarkable epiphany he is likely to prosper much more mightily (assuming of course that his newfound
graciousness does not cause him to make foolish business decisions like giving away the store).



so at the expense of others.

Or once widely accepted was a maxim which essentially holds that “an unhappy
employee is a productive employee.” Thus a prominent business writer in 1771 declared what
Nathan Rosenberg characterizes as the “conventional wisdom” of the time: “Every one but an
idiot knows that the lower classes must be kept poor or they will never be industrious....they
must (like all mankind) be in poverty or they will not work.” Richard Tilly traces an “employer
ideology” that was quite common in the nineteenth century: the belief among industrialists that
“workers were naturally lax, undependable, opportunistic, and that only the threat of extreme
poverty supplied adequate motivation to work.” And Sanford Jacoby discusses the “drive
system,” variously common in enterprises into the twentieth century, under which it was
believed that workers would produce only if they were constantly subjected to close supervision,
abuse, profanity, threats, and the fear of unemployment.

3. Itis very difficult to impose business virtue from above.

In attempting to account for the rise of norms appropriate for economic development,
Douglass North stresses the role of formal institutions to regulate, police, and enforce contracts
and agreements. He examines markets of exchange in the Middle East and North Africa where,
although there are few governmental controls over the marketplace, the economy is relatively
poor. North faults the consummate inefficiencies of a condition in which up to half of the labor
force is engaged in the exchange process in which bargaining skills determine who prospers and
in which haggling is “pervasive, strenuous, and unremitting.” He finds it difficult to understand
why these inefficient forms of bargaining should persist, and he suggests, that voluntary
organizations should evolve “to ensure against the hazards and uncertainties of such information
asymmetries.” But that has not happened, he concludes, because “the fundamental underpinnings
of legal institutions and judicial enforcement that would make such voluntary organizations
viable and profitable” are missing.

Rosenberg and L.E. Birdzell assess essentially the same puzzle, and they too mostly
stress the importance of institutions. “Somehow,” they note, “appreciable numbers of people
with money...must have come to believe that others...were honest, diligent, and could be trusted,”
and they suggest that this “business morality” may have emerged from merchant associations
perhaps reinforced by the “appeal of the Reformation and its concomitant morality” or by
religion more generally (though presumably not directly from the anti-capitalist teachings of the
Catholic Church). Similarly, Alexander Gerschenkron speculates that craft guilds may have been
“of considerable importance” in forming “business ethics.”

But the problem is that a mechanical imposition of appropriate legal, moral, social,
religious, or judicial mechanisms is unlikely to be adequate. Religions everywhere routinely
prescribe moral behavior, yet the extension of this value to the business sphere is by no means
obvious. North himself observes that poor countries often remain that way even when they adopt
the laws and formal institutions of developed countries. And, Gerschenkron notes that
governmental attempts in Russia to create guilds by fiat “could not yield the same positive
results as did their spontaneous evolution in Western Europe.”

When dishonest business practices are common, courts or regulatory systems will be
swamped. Moreover, it is difficult to see how such business-enhancing virtues as civility and
compassion and to a degree fairness (courts are likely to find it difficult to assure that suckers



always get an even break) could be enforced by formal institutions in any case.

4. Virtuous business behavior is best developed as a business innovation.

Virtuous business behavior is, on balance and in the long run, profitable (proposition 1).
Therefore, it can emerge from normal competitive activity. But since the value of such behavior
is not obvious (proposition 2), it is necessary for a business innovator to discover its economic
value and then to act upon this important discovery. Others, out of competitive pressures, will
then tend to imitate, and virtue-enforcing institutions will subsequently arise.

North argues that, because of the absence of legal institutions and judicial enforcement in
the bazaar he examines, “there is no incentive to alter the system.” But there is such an incentive.
Those who behave in a virtuous manner will, in general and on average and in the long run,
profit from this behavior. What seems to be missing is not incentives or formal
morality-enforcing institutions, but rather the realization by people doing business that honest,
fair, civil, and compassionate dealing will be profitable.

What is required, therefore, is enlightened self-interest. Benjamin Franklin once observed
that “Tricks and treachery are the practice of fools that have not wit enough to be honest.” That
is, because it is not intuitively obvious, it takes wit to discover that virtuous business behavior is
economically sensible.

| propose, therefore, the following model:

1) A business comes to the (non-obvious and difficult) realization that honest, fair, civil, and
compassionate dealing is the best way to profit.

2) Shattering tradition, it innovates and happily finds it enjoys a competitive advantage (that
is, there is no collective action problem).

3) Its competitors, noticing the success of the innovator, follow suit (or decline by failing to
do so).

4) Virtuous business behavior becomes the norm.

5) Concerned that business is given a bad name by the relatively few who still engage in
(economically foolish) dishonest, unfair, uncivil, and uncompassionate business
practices, the dominating businesses form associations and work with the government to
force miscreants to shape up. That is, effective institutions are more nearly the result of
virtuous norms than the cause of them.

5. Virtuous business behavior leads to economic growth.

Policies like price controls or confiscatory taxes will cramp economic activity and hinder
economic growth, as economists point out all the time. But so will unvirtuous business behavior.
When people generally expect to be treated dishonestly, unfairly, or discourteously in business
they will simply tend to avoid making transactions, and hence there will be less wealth and
growth because there will be less economic activity.

Therefore, all other things equal, places where these business virtues flourish will be
more prosperous than places where they don’t. And, indeed, that seems to be substantially the
case. As Max Weber once pointed out: “The universal reign of absolute unscrupulousness in the
pursuit of selfish interests by the making of money has been a specific characteristic of precisely
those countries whose bourgeois-capitalistic development...has remained backward.”

Example 1: Southern Italy. In a southern Italian town visited in the 1950s by




Edward Banfield, “An employer who can get away with it is almost sure to cheat
his employees,” and relations with employees were accordingly poisoned by
“anxiety, suspicion, and hate.” The result of this condition is that the economic
development of the whole area suffers: often, he found, peasants prefer to go it
alone on small uneconomic holdings rather than work a larger unit on shares, an
arrangement which would be more profitable but which would “necessitate
getting along with a landlord.”

Example 2: Haggling as lying. Robert Frank notes that the art of bargaining is in

large part the art of “sending misleading messages.” But to mislead is to lie: Bill

Clinton eventually allowed as how he had “misled people” when he had forcefully

declared that he “never had sexual relations with that woman,” but most people

took this to be an admission that he had lied. That bargaining is a form of lying
was once neatly indicated in this fanciful exchange penned in 1727 by Daniel

Defoe:

Lady. I like that colour and the figure well enough, but I don’t like the silk,
there no substance in it.

Mercer. Indeed, Madam, your Ladyship lies, “tis a very substantial silk.
Lady. No, no, you lie indeed, Sir, ‘tis good for nothing, ‘twill do no
service.

Mercer. Pray, Madam, feel how heavy ‘tis; you will find “tis a lie; the very
weight of it may satisfy you that you lie, indeed, Madam.

Lady. Come, come, show me a better; | am sure you have better.

Mercer. Indeed, Madam, your Ladyship lies; I may show you more pieces,
but 1 cannot show you a better; there is not a better piece of silk of that
sort in London, Madam.

Lady. O fie! You lie, indeed, Sir; why it is not in grain.

Mercer. Your ladyship lies, upon my word, Madam; ‘tis in grain, indeed,
and as fine as can be died.

There are eerie reflections of Defoe in an article about training schools recently
set up by the automobile industry, a rare retail business that still haggles with
customers. When salespeople are asked, “All buyers are—what?” they instantly
reply, “liars!” The article observes, “Once the negotiating begins, so does the
lying...every customer suspects the salesman of being slime.” And indeed, car
salesmen consistently receive the lowest ratings for “honesty and ethical
standards” in polls—this despite the fact that surveys also indicate that Americans
are overwhelmingly pleased with the cars they have purchased. The problem in all
this is that most people do not like to lie, and the number who enjoy being lied to
is, of course, even smaller. To the degree that people don’t like to receive (or
send) misleading messages, then, they will be disinclined to deal at all, and
economic development will therefore be hampered.

As business virtue rises, the sheer pain of doing business is reduced—effectively
transaction costs are lowered. As a result, people more and more overcome their traditional,
well-founded aversion and cheerfully do business with virtuous enterprises with the result that
economic activity increases overall and the general economy grows.




North stresses “evolutionary theory” and “path dependence,” the notion that current
developments are the result of forces set in motion long ago in the society. By contrast, the
explanation for economic development I am suggesting stresses innovation: the grasping of the
idea that honesty, fairness, civility, and compassion furnish a competitive advantage. Economies
prosper when that visceral emotion is given free play and when that idea is seized and then
imitated.

It seems to me, then, that Montesquieu is quite correct when he proclaims, “it is almost a
general rule that wherever manners are gentle, there is commerce,” but that he exaggerates when
he adds, “and wherever there is commerce, manners are gentle.” Similarly, Adam Smith seems in
error when he argues that “Whenever commerce is introduced into any country probity and
punctuality always accompany it. These virtues in a rude and barbarous country are almost
unknown” or when he insists that “when the greater part of people are merchants they always
bring probity and punctuality into fashion, and these, therefore, are the principal virtues of a
commercial nation.” The same problem exists when James Q. Wilson suggests that capitalism
fosters “a reasonable concern for the opinions of others,” or when Daniel Klein concludes that
“commerce elevates manners and probity,” or when an eighteenth-century Scottish historian
contends that commerce “softens and polishes the manners of men.”

There is clearly plenty of commerce in the bazaar North discusses, but little probity,
gentleness, or soft and polished manners. That is, the virtues do not follow automatically from
commerce; it is quite possible to have commerce that is also rude and barbarous. These areas are
not “barbarous” or “backward” because they lack commerce or trade. Rather, they are
“barbarous” or “backward”—that is, relatively poor—because commerce is being carried out
without the capitalist virtues.

6. The west’s prosperity was substantially caused by a rise of business virtue.

Virtuous business behavior, of course, is not sufficient for economic development. Inept
government policies, religious prescriptions (like a bias against usury), or detrimental social
attitudes (like laziness or endemic distrust or the conventional acceptance of the notion that
prices should be set by custom or tradition) will discourage business and entrepreneurship and
hamper growth no matter how honest or fair or civil or compassionate the business norms. But it
seems likely that business virtue is important to economic development, and it would be useful to
trace its rise and acceptance.

In 1962, Alexander Gerschenkron noted that “a sociology of business honesty still
remains to be written,” a condition that seems still substantially to hold. It is difficult to capture a
rise of business virtue with any sort of precision, but there are a number of sources of evidence to
suggest that it rose substantially over the last two centuries in the west. This rise in virtue
coincided with remarkable economic development and was probably important to that
development.

1. Content analysis. It is possible to find at least occasional explicit acknowledgment of
the value of the capitalist virtues—particularly of honesty—before the nineteenth century. The
phrase “honesty is the best policy” (meaning that it is the most profitable) seems to have a fairly
long lineage: it is often credited to Cervantes (1547-1616), and in 1727, Daniel Defoe (who had
been a businessman for decades before he became a novelist—indeed, invented the novel—with
Robinson Crusoe in 1719) does chance to observe that “An honest tradesman is a jewel indeed,




and...is valued wherever he is found.” In his farewell address of 1796, George Washington said,
“I hold the maxim no less applicable to public than to private affairs, that honesty is the best
policy.” Though, of course, other ex-Generals, like Napoleon, subscribed to the opposite maxim.
Even if the capitalists of his era were not systematically writing about it, Adam Smith did detect
probity and a gentleness of manner as common characteristics at least of the commerce in his
neighborhood. The Quakers brought virtue to business early on, though they were virtuous for
religious reasons, not economic ones. As early as 1748 Benjamin Franklin stressed the economic
value of honesty in enhancing one’s ability to obtain loans, and there have long been informal
reputational mechanisms like guilds and systems of merchant law for policing honesty among
business people.

Undoubtedly some capitalists have long understood the value of virtuous behavior and
did not bother to articulate the practice into an explicit business principle because it was second
nature. At the same time, however, those business books that did exist were often filled with the
kind of wisdom discussed earlier: that workers would only produce if they were constantly on
the verge of starvation.

At any rate, as an elaborated, self-conscious principle, the idea that honesty and
especially fair dealing, civility, and compassion bring wealth—notions commonly found in
contemporary books on business—seems to have been generally discovered, or at least to have
been made clearly explicit, only in the nineteenth century or so. In fact, P.T. Barnum’s
mid-century tract, “The Art of Money-Getting,” is the earliest publication | have been able to
find in which the profitability of virtuous business behavior—particularly of fairness, civility,
and compassion—is clearly, specifically, and extensively laid out.

This rather remarkable silence suggests that the explicit discovery and the conscious
application of the capitalist virtues to actual business behavior may be fairly recent.

2. The research of Richard Tilly. Although difficult to chart precisely or to quantify,
Tilly finds that honesty in business affairs grew notably during the nineteenth century in Britain
and Germany. Entrepreneurs, he notes, increasingly came to view “individual transactions as
links in a larger chain of profitable business ventures, as building blocks in a long-run process of
capital accumulation” rather than as “one-time opportunities to be exploited to the utmost.” He
notes, for example, that, even though business activities were expanding greatly, there was no
rise in the number of complaints about breaches of contract or fraud. Indeed, the business done
by Prussian Banks expanded by 563 percent over a 40 year period, while their bad debts
accounts declined by 20 percent. He also traces the dawning awareness by industrial
entrepreneurs of a connection between peaceful industrial relations and high labor productivity, a
realization that made them “increasingly willing to deal with their workers as economic partners
who had the right to fair and honest treatment.” This rise of business virtue, then, seems to have
been strongly associated with economic development: “business honesty and capital
accumulation,” observes Tilly, “go hand in hand.” And, it is “in economically underdeveloped
countries of the twentieth century,” he suggests, that “one can observe low standards of business
morality reminiscent of Europe’s backward areas of the eighteenth and nineteenth centuries.”

3. The observations of Alfred Marshall. Writing in 1890, economist Alfred Marshall
could see the rise of virtue happening. He noted that the quickly-developing modern economy
“has undoubtedly given new openings for dishonesty in trade.” New ways “of making things
appear other than they are” had been discovered, and “the producer is now far removed from the
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ultimate consumer” and thus “his wrong doings are not visited with the prompt and sharp
punishment which falls on the head of a person who, being bound to live and die in his native
village, plays a dishonest trick on one of his neighbors.”> However, although “the opportunities
for knavery are certainly more numerous than they were...there is no reason for thinking that men
avail themselves of a larger proportion of such opportunities than they used to do. On the
contrary, modern methods of trade imply habits of trustfulness on the one side and power of
resisting temptation to dishonesty on the other, which to do exist among a backward people.” It
is among races “who have none of the originating power of the modern business man,” suggests
Marshall, that “there will be found many who show an evil sagacity in driving a hard bargain.”
In my opinion, of course, the modern economy was developing precisely because habits of trust
had been developed, not, as Marshall suggests, the other way around.

4. Notable changes in specific business practices. Since the mid-nineteenth century or so
there has been a clear rise in certain business practices that are generally considered to be fair
and virtuous. Among these are the refund of cash or the exchange of bad merchandise to
disappointed buyers, concentrated efforts to train employees to be polite and to make the
shopping experience more pleasant and unpressured, and the introduction of fixed prices as well
as brand labels and other guarantees of quality.

Similarly, as Jacoby documents, there has clearly been a pronounced decline in the
employer ideology that workers must be dealt with harshly, even brutally, to keep them
productive. This trend seems substantially to have been enhanced by the experiments at the
Hawthorne Works of Western Electric in the 1920s that systematically suggested that higher
employee morale led to greater and more efficient production—observations that came as a
revelation to many business people at the time. By 1996, when strikes in the United States
dropped to a 50-year low, corporate officials credited the phenomenon to “increased
employer-employee team-work” and to the fact that management had learned to treat workers
with more respect.

There has also been an obvious rise in policing institutions over the last century or so.
Concentrated efforts by businesses to establish agencies to deal with industry-embarrassing and
therefore profit-harming fraud and misrepresentation began in the United States only about 100
years ago: Underwriter’s Laboratories, for example, was not founded until 1901, the Better
Business Bureau not until 1912. Tilly finds that “established business leaders played a dominant
role in the deliberations and negotiations that produced legal codification of business norms” but
also that the legalization of behavioral norms took place precisely when the norms had already
become widely accepted. For example, fraud and dishonest practices by the larger German
merchant houses in wholesale trade had become quite rare because they were “*monitored’ (or
controlled) by competition,” and the problem then became to extend these practices to the
smaller firms which were often “devoid of any solid mercantile tradition” and had “no reputation
to lose.”

As this last comment suggests, bigness probably paid a role in all this. As businesses

% Marshall assumes business practices would be more honest in small communities, as does North when he
suggests that transaction costs in a village would be comparatively low because “trade exists within a dense social
network.” However, Barnum’s recollection of business in the early part of the century stresses that “sharp trades”
and “dishonest tricks and unprincipled deceptions” occurred both in the cities and in the country at that time.
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become large, they are likely to have longer term perspectives, to have more reputation to lose,
and to become impatient with deceptions that sacrifice steady accumulations for quick gains. But
it seems likely they did not come to these perspectives because they were big, but rather that they
became big because they held them from the start.
Example 1: Wanamaker as seller. Judging from Wanamaker’s recollections,
American business practices in the 1860s were quite similar to those discussed by
North for the Middle East and North Africa:
The law of trading was then the law of the jungle, take care of
number one. The rules of the game were: don’t pay the first price
asked; look out for yourself in bargaining; haggle and beat the seller
as hard as you can....And when a thing was once sold—no
returns....Schools in stores for training employees were unknown.
Shattering this ill-tempered tradition with its high transaction costs—a tradition
that probably goes back to the origins of commerce—\Wanamaker consciously set
out to provide *“a service exactly opposite to the ancient custom that ‘the customer
must look out for himself.”” To begin with, he applied set prices—called
“one-price” since the same price was paid by all buyers. He was not the first to set
prices, and there were advantages to setting prices other than customer
satisfaction: a business did not have to rely on an employee’s bargaining ability,
one could hire fewer and less expensive sales clerks, and the process was less
time-consuming. However, Wanamaker went further and combined this with a
money-back offer which essentially guaranteed a low price. In addition, he
carefully trained his employees. They were told to “place yourself in the
customer’s place and give such service as you would like to have given you were
you buying instead of selling,” and, when customers come back with goods to
return, to “be, if possible, more agreeable than if they had come to make other
purchases.” The approach proved, in the words of business historian Joseph
Appel, “sound not only in morals, but in economics as well.” Wanamaker became
rich, his success was imitated by his competitors, a retailing revolution took place,
customers became much happier to part with their money, and the economy
prospered. And, indeed, countries that have given up haggling at the retail level
are also among the most prosperous. But the revolution took an innovator—
someone had to realize that “ancient custom” was dictating a foolish way to do
business, then to devise an effective alternative that sacrificed short-term
advantage for long-term gain, and finally to demonstrate that it would work in
practice.
Example 2. Barnum’s circus. Before Barnum, circuses were very often run by
fly-by-night cheats: ticket takers would regularly short-change customers;
pickpockets, working on a commission, would roam the grounds; “Monday men”
would steal the wash from clotheslines or burglarize homes when the citizenry
was at the performance or watching the circus parade; shows would be frauds;
games would be fixed. Quick profits were made this way, but soon the entire
industry was on the verge of extinction because its customers, through experience,
were no longer foolish enough to attend. Barnum was one of those circus
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innovators who changed all that. He used honest ticket takers, hired private
detectives to police pickpockets, and spent a lot of time and money creating what
he (with characteristic understatement) called, “The Greatest Show on Earth.”
Whether customers always fully agreed with that representation, they did find the
show, and the whole experience of attending the circus, enjoyable, and they were
happy to come back year after year. Accordingly, Barnum and such like-minded
circus managers as the Ringling Brothers, applying their “Sunday School”
approach to business, soon became far richer than the cheats who had preceded
them.® By 1910, virtuous circuses like Barnum’s had come to dominate the
industry. Concerned that business on the road was being harmed by bad business
practices that still persisted, they met to establish by agreement that the generally
profitable “Sunday School” approach should dominate.

Conclusion

In attempting to explain why Western economies developed so prodigiously and
unprecedentedly over the last couple of centuries, economic historians almost invariably stress
innovation as part of this process. Rosenberg, for example, concludes that “economic growth is,
in many important respects a learning process whereby the human factor acquires new skills,
aptitudes, capabilities, and aspirations,” improvements “which typically escape the scrutiny of
the economic theorist.”

Technological innovations have clearly been important in this process, as have
management innovations in accounting, organization, and responsibility sharing. But the
recognition of the economic value of business virtue seems to have been one of these
innovations.

It might be interesting to speculate about what would happen if the process were to be
reversed. How much money would L.L. Bean lose if rumors spread that it had been cheating its
customers? How long would a successful restaurant remain that way if it began to treat its
customers with rudeness and contempt? How much damage to productivity would there be if a
company’s management decided to rely entirely on profanity and threats of unemployment to get
its workers to put out? How would an established business fare if it were systematically to lie to
its clients? How many patrons would continue to attend The Greatest Show On Earth if it
routinely short-changed them? The answers to questions like these may suggest the magnitude of
the importance of business virtue to economic development.

¢ Management guru Peter Drucker argues that integrity, his one “absolute requirement” of a manager, “is not
something a man can acquire; if he does not bring it to the job, he will never have it.” Nonetheless, it does seem
possible to learn to appreciate the economic value of honesty. Barnum found that the colorful “humbugs” of his
early career “ended in disaster and reduced myself and family to the pinching income of $4 per week.” The fortune
he acquired later, he points out, “was accumulated almost wholly from enterprises which were undoubtedly
legitimate.”
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