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CREATIVE CAPITALISM























INTRODUCTION




Michael Kinsley











This is a book about the possibility of expanding capitalism into new areas and using it to solve problems that previously were assigned to charity or to government. The timing is not great. As I write at the end of September 2008, we are in a financial crisis, the dimensions of which are still uncertain. It’s safe to say that if capitalism were a stock and reputation were a currency, the stock has plummeted in the past couple of weeks. As recently as Labor Day, that stock was still soaring, and people were talking about capitalism’s unfulfilled potential and were full of ideas (some of them discussed in this book) for using markets in creative new ways. Now the notion of letting capitalism loose seems as appealing as letting loose a pack of rabid dogs. Maybe by the time you read this, it will all be over or turn out to have been media-induced panic.




Or maybe not. If economic catastrophe lies ahead, some of the contributors to this book will undoubtedly be saying that we should be much better off if only corporate America had stuck to its knitting. But whatever develops, nothing is likely to undermine the general worldwide consensus that free-market capitalism (to borrow from Churchill) is the worst economic system except for all the others. And if we’re in for a rough patch, we will be especially glad that the past few years have imbued corporations with a greater sense of social responsibility.




Indeed, everyone wants to Do Good these days, from college students to Hollywood actors to New York socialites to corporate CEOs. It’s far from clear how much good this will do. Nevertheless, it is a trend that should be encouraged, don’t you think?




But there are problems. The fad for doing good among big corporations is especially problematic, since corporations are fictitious entities that exist, by special dispensation of the law, for the specific purpose of pursuing the group self-interest of the shareholders. Yet corporations so completely dominate our economic landscape that if they are not included somehow in the great good-for-all, it isn’t likely to amount to much.




In January 2008, Bill Gates gave a speech at the annual hoo-hah in Davos, Switzerland, known as the World Economic Forum. The most successful capitalist of all time—if successful capitalism is measured in dollars (have you got a better measure?)—Gates was planning to resign his corporate post and devote most of his time to the Bill & Melinda Gates Foundation, which he and his wife had founded several years earlier. A good case can be made that the years since the foundation’s birth had already turned Gates into the greatest philanthropist of all time as well. Certainly, this is true if success in philanthropy is measured in dollars. By 2008, the Gateses had donated more than $30 billion to their foundation, and the foundation had given away more than $16 billion. What’s more, Gates’s friend Warren Buffett had decided to make the Gates Foundation the vehicle for giving away most of his own fortune, thus increasing the foundation’s assets to the equivalent of more than $60 billion. (Technically, Buffett hasn’t turned over his pile yet and won’t until he dies. Instead, he gives the foundation 5 percent a year and requires that all of it be spent. Since the law requires foundations to pay out 5 percent of their assets every year, this has the same effect as if Buffett had given the foundation another $30 billion.)




However, just as money is only one measure of Gates’s success as a capitalist, it is also only one measure of his success as a philanthropist. The discipline and focus he has brought to his giving is another measure, along with his insistence, against what must be constant pressure from fellow business executives with pet causes, that poverty and disease in faraway lands are more urgent than the local opera company.




Another measure of Gates’s success as a philanthropist would have to be the reversal of his own popular image. Some have suggested that this was his motive all along, which is ridiculous. Nobody spends $30 billion on a PR campaign. But five years ago, he was widely perceived as an evil monopolist. A movie, with the unriveting title Antitrust, even portrayed him as a murderer. Today the name Bill Gates evokes philanthropy rather than sharp business practices. This isn’t the first such transformation. John D. Rockefeller and Andrew Carnegie did something similar.




Gates had been rich, if not mega-rich, for twenty years or so before he started engaging in philanthropy to any significant degree. He took a lot of heat for not starting earlier, but he always said that giving away money requires as much thought as making money and that he would turn to the latter when he was through with the former. And, to the surprise of some, that is what he has done. Microsoft under Bill Gates was not a company known for its soft edges. In his Davos speech, however, Gates advocated a different approach. He called it “creative capitalism.” What exactly he meant by that term was not clear, and indeed trying to parse the phrase is one of the themes of this book. One way or another, it meant that the big, increasingly global corporations that are the distinguishing feature of modern capitalism should integrate doing good into the way they do business.




How to combine the good life in the moral sense with a good life in the material sense is a question faced by real people as well as by corporations. After Bill’s speech, I toyed with the idea of trying to write a book about creative capitalism or edit a collection of essays on the topic by people who might know more about it than I did. Then I had what I hope was a better idea. This book is a test of that idea. It’s a literary experiment.




For seven years (from 1995 to 2002), I worked for Microsoft. My job was to start a “webzine,” now an antiquated term. That was the online magazine Slate (slate.com) which today is owned and published by the Washington Post Company. It’s hard to believe now, when computer screens are destroying the newspaper industry, but then there was skepticism that people would read anything voluntarily—that is, not work-related—on a screen. Even today, there are still a few forms of writing that resists computers, and that is long-form journalism or fiction.




At a meeting at Microsoft before Slate had begun publication, we were wondering how long an article we could expect people to read on a screen, when someone said, “But people will read thousands and thousands of words of email at one sitting.” At the time, Microsoft was at the leading edge of the tidal wave of email that was about to engulf practically everyone in advanced societies. People complain about it, but many do read thousands of words of email every day and would miss it if it disappeared. Now there is texting and there are blogs and RSS feeds as well.






The force noted by that Microsoft exec (I am pretty sure it was Nathan Myrhvold) that impels us to read words of email by the thousands has its parallel in writing. Can there be any doubt that the number of words the world produces has skyrocketed since computers became linked? Yes, I know that joke too: it’s not writing, it’s typing. But some of it is not bad. Some of it, in fact, is good. What’s more, it’s easy—or at least it’s easier than “real” writing. Many professional writers who think they find writing painful and consider it a lucky day if they produce five hundred words, can sit down and grind out half a dozen eloquent emails adding up to ten times that amount.




We can debate the quality of internet prose: the suspension of grammar, the cutesy acronyms (not to mention emoticons!), the casual spelling, the half-finished sentences, but it is the language of our time. And people do read it. And write it.




So the idea for this book was to find a collection of smart people, entice them into a web-based discussion of creative capitalism, and by this means trick them into producing a book. The book would have the quality of a blog or a “chat” or one of Slate’s email dialogues. The prose would be casual, the organization perhaps a bit chaotic. The experience of “reading” it would be somewhat like surfing the web—except without hyperlinks.




Plenty of books have grown out of websites. But have there been websites started with the specific intention of using them to produce a book? Maybe, but not many. This method of producing a book may remind you of the way Tom Sawyer got Aunt Polly’s fence whitewashed. But rest assured that the contributors will be compensated. The book’s advance—minus expenses—was divided by the number of words ultimately published. This method—which balances incentives for quantity and quality—was intended to impress and entice economists.






At the beginning of this project, we made a key, and really stupid, mistake. Ignoring everything that the world has learned in the past couple of decades about openness and transparency on the web, we began by building a website and closing it off, requiring a password to get in. We thought that big-shot economists and others would be more likely to join and contribute if this was something exclusive. Not only snob appeal was involved. There was the ever-present concern that a Gary Becker or a Larry Summers would find himself brutally, or even obscenely, insulted by one of the many nuts who seem to spend their lives hanging around parts of cyberspace where they don’t belong, determined to make serious participants miserable. This has been my experience at every website I have ever been involved with.




Until now. When we started trying to sign up our dream list of distinguished economists, we generally found that it was easy to evoke promises of participation from them but harder to actually get the goods. Economists, like everybody else, have short time horizons. Their desire to not be harassed by us in the short run—and possibly a genuine interest in the project—led them to say yes, but the longer run—in which they would actually have to write something—never seemed to arrive.




So, with some trepidation, we decided to go public. We simplified what had been an elegant but complicated site into a simple public blog, using the well-known blogging software TypePad. The results were remarkable. Suddenly we were generating thousands of pageviews of traffic every day, other blogs were shilling for us, and long-promised contributions were actually materializing. It seems that even distinguished economics professors like to be told, “Hey, I saw your piece.” They like it even more than being in an exclusive club with other distinguished economics professors.
























A NEW APPROACH TO CAPITALISM




Bill Gates








(Remarks delivered at the World Economic Forum, January 24, 2008, in Davos, Switzerland)














This is the last time I will come to Davos as a full-time employee of Microsoft.




Some of us are lucky enough to arrive at moments in life where we can pause, reflect on our work, and say: “This is great. It’s fun, exciting, and useful—I could do this forever.”




But the passing of time forces each of us to take stock and ask: What have I accomplished so far? What do I still want to accomplish?




Thirty years, twenty years, ten years ago, my focus was totally on how the magic of software could change the world.




I believed that breakthroughs in technology could solve the key problems. And they do—increasingly—for billions of people.




But breakthroughs change lives only where people can afford to buy them—only where there is economic demand.




And economic demand is not the same as economic need.




There are billions of people who need the great inventions of the computer age, and many more basic needs as well. But they have no way of expressing their needs in ways that matter to markets. So they go without.




If we are going to have a serious chance of changing their lives, we will need another level of innovation. Not just technology innovation—we need system innovation. That’s what I want to discuss with you here in Davos today.




Let me begin by expressing a view that might not be widely shared.




The world is getting better.




In significant and far-reaching ways, the world is a better place to live than it has ever been.




Consider the status of women and minorities in society—virtually any society—compared to any time in the past.




Consider that life expectancy has nearly doubled in the past one hundred years.




Consider governance—the number of people today who vote in elections, express their views, and enjoy economic freedom compared to any time in the past.




In these crucial areas, the world is getting better.




These improvements have been matched, and in some cases triggered, by advances in science, technology, and medicine. They have brought us to a high point in human welfare. We are at the start of a technology-driven revolution in what people will be able to do for one another. In the coming decades, we will have astonishing new abilities to diagnose illness, heal disease, educate the world’s children, create opportunities for the poor, and harness the world’s brightest minds to solve our most difficult problems.




This is how I see the world, and it should make one thing clear: I am an optimist.






But I am an impatient optimist.




The world is getting better, but it’s not getting better fast enough, and it’s not getting better for everyone.




The great advances in the world have often aggravated the inequities in the world. The least needy see the most improvement, and the most needy see the least—in particular the billion people who live on less than a dollar a day.




There are roughly a billion people in the world who don’t get enough food, who don’t have clean drinking water, who don’t have electricity—the things that we take for granted.




Diseases like malaria that kill over a million people a year get far less attention than drugs to help with baldness.




Not only do these people miss the benefits of the global economy—they will suffer from the negative effects of economic growth they missed out on. Climate change will have the biggest effect on people who have done the least to cause it.




Why do people benefit in inverse proportion to their need?




Market incentives make that happen.




In a system of pure capitalism, as people’s wealth rises, the financial incentive to serve them rises. As their wealth falls, the financial incentive to serve them falls—until it becomes zero. We have to find a way to make the aspects of capitalism that serve wealthier people serve poorer people as well.




The genius of capitalism lies in its ability to make self-interest serve the wider interest. The potential of a big financial return for innovation unleashes a broad set of talented people in pursuit of many different discoveries. This system driven by self-interest is responsible for the great innovations that have improved the lives of billions.




But to harness this power so it benefits everyone, we need to refine the system.






As I see it, there are two great forces of human nature: self-interest, and caring for others. Capitalism harnesses self-interest in helpful and sustainable ways, but only on behalf of those who can pay. Philanthropy and government aid channel our caring for those who can’t pay, but the resources run out before they meet the need. But to provide rapid improvement for the poor, we need a system that draws in innovators and businesses in a far better way than we do today.




Such a system would have a twin mission: making profits and also improving lives for those who don’t fully benefit from market forces. To make the system sustainable, we need to use profit incentives whenever we can.




At the same time, profits are not always possible when business tries to serve the very poor. In such cases, there needs to be another market-based incentive—and that incentive is recognition. Recognition enhances a company’s reputation and appeals to customers; above all, it attracts good people to the organization. As such, recognition triggers a market-based reward for good behavior. In markets where profits are not possible, recognition is a proxy; where profits are possible, recognition is an added incentive.




The challenge is to design a system where market incentives, including profits and recognition, drive the change.




I like to call this new system creative capitalism—an approach where governments, businesses, and nonprofits work together to stretch the reach of market forces so that more people can make a profit, or gain recognition, doing work that eases the world’s inequities.




Some people might object to this kind of “market-based social change”—arguing that if we combine sentiment with self-interest, we will not expand the reach of the market but reduce it. Yet Adam Smith—the father of capitalism and the author of Wealth of Nations, who believed strongly in the value of self-interest for society—opened his first book with the following lines:




“How selfish soever man may be supposed, there are evidently some principles in his nature, which interest him in the fortunes of others, and render their happiness necessary to him, though he derives nothing from it, except the pleasure of seeing it.”




Creative capitalism takes this interest in the fortunes of others and ties it to our interest in our own fortunes—in ways that help advance both. This hybrid engine of self-interest and concern for others serves a much wider circle of people than can be reached by self-interest or caring alone.




My thinking on this subject has been influenced by many different experiences, including our work at Microsoft to address inequity.




For the past twenty years, Microsoft has used corporate philanthropy as a way to bring technology to people who don’t have access. We’ve donated more than $3 billion in cash and software to try to bridge the digital divide, and that will continue.




But our greatest impact is not just free or inexpensive software by itself, but rather when we show how to use technology to create solutions. And we’re committed to bring more of that expertise to the table. Our product and business groups throughout the world, and some of our very best minds at our research lab in India, are working on new products, technologies, and business models that can make computing more accessible and more affordable. In one case, we’re developing a text-free interface that will enable illiterate or semiliterate people to use a PC instantly, with minimal training or assistance. In another, we’re looking at how wireless technology, together with software, can avoid the expensive connectivity costs that stand in the way of computing access in rural areas. We’re thinking in a much more focused way about the problems that the poorest people face, and giving our most innovative thinkers the time and resources to come up with solutions.




This kind of creative capitalism matches business expertise with needs in the developing world to find markets that are already there but are untapped. Sometimes market forces fail to make an impact in developing countries not because there’s no demand, or because money is lacking, but because we don’t spend enough time studying the needs and limits of that market.




This point was made eloquently in C. K. Prahalad’s book The Fortune at the Bottom of the Pyramid, and that’s had a huge influence on companies in terms of stretching the profit motive through special innovation.




When the World Health Organization tried to expand vaccination for meningitis in Africa, it didn’t go straight to a vaccine manufacturer. It first went to Africa to learn what people could pay. They found out that if they wanted mothers to get this vaccine for their babies, it had to be priced under fifty cents a dose. Then they challenged the partners to meet this price, and, in fact, Serum Institute in India found a new way to make the vaccine for forty cents each. The company agreed to supply 250 million doses to distribute through public health systems over the next decade, and they are free to sell it directly to the private sector too.




In another case, a Dutch company, which holds the rights to a cholera vaccine, retains the rights in the developed world but shares those rights with manufacturers in developing countries. The result is a cholera vaccine made in Vietnam that costs less than one dollar a dose—and that includes delivery and the costs of an immunization campaign. There are a number of industries that can take advantage of this kind of tiered pricing to offer valuable medicine and technology to low-income people.




These projects are just a hint of what we could accomplish if people who are experts on the needs in the developing world would meet several times a year with scientists at software or drug companies and help them try to find poor-world applications for their best ideas.




Another approach to creative capitalism includes a direct role for governments. Of course, governments do a great deal to help the poor in ways that go far beyond nurturing markets: they fund research, subsidize health care, build schools and hospitals. But some of the highest-leverage work that government can do is to set policy and disburse funds in ways that create market incentives for business activity that improves the lives of the poor.




Under a law signed by President George W. Bush last year [2007], any drug company that develops a new treatment for a neglected disease like malaria or TB can get priority review from the Food and Drug Administration for another product they’ve made. If you develop a new drug for malaria, your profitable cholesterol-lowering drug could go on the market a year earlier. This priority review could be worth hundreds of millions of dollars.




Another approach to creative capitalism is simply to help businesses in the poor world reach markets in the rich world. Tomorrow morning I will announce a partnership that gives African farmers access to the premium coffee market, with the goal of doubling their income from their coffee crops. This project will help African farmers produce high-quality coffee and connect them to companies that want to buy it. That will help lift them, their families, and their communities out of poverty.




Finally, one of the most inventive forms of creative capitalism involves someone we all know very well.




A few years ago, I was sitting in a bar here in Davos with Bono. After Asia and most of Europe and Africa had gone to bed, he was on fire, talking about how we could get a percentage of each purchase from civic-minded companies to help change the world. He kept calling people, waking them up, and handing me the phone. His projections were a little enthusiastic at first—but his principle was right. If you give people a chance to associate themselves with a cause they care about, they will pay more, and that premium can make an impact. That was how the RED campaign was born, here in Davos.




RED products are available from companies like Gap, Motorola, and Armani. Just this week, Dell and Microsoft joined the cause. Over the last year and a half, RED has generated $50 million for the Global Fund to Fight AIDS, TB, and Malaria. As a result, nearly two million people in Africa are receiving life-saving drugs today.




What unifies all forms of creative capitalism is that they’re market-driven efforts to bring solutions we take for granted to people who can’t get them. As we refine and improve this approach, there is every reason to believe these engines of change will become larger, stronger, and more efficient.




There is a growing understanding around the world that when change is driven by market-based incentives, you have a sustainable plan for change—because profits and recognition are renewable resources. Klaus Schwab runs a foundation that assists social entrepreneurs around the world, men and women who turn their ideas for improving lives into affordable goods or services. President Clinton demonstrates the unique role that a nonprofit can play as a deal maker between rich-world producers and poor-world consumers. The magazine Fast Company gives awards for what they call Social Capitalism.




These are not a few isolated stories; this is a worldwide movement, and we all have the ability and the responsibility to accelerate it.




I’d like to ask everyone here—whether you’re in business, government, or the nonprofit world—to take on a project of creative capitalism in the coming year. It doesn’t have to be a new project; you could take an existing project, and see where you might stretch the reach of market forces to help push things forward. When you award foreign aid, when you make charitable gifts, when you try to change the world—can you also find ways to put the power of market forces behind the effort to help the poor?




I hope corporations will consider dedicating a percentage of your top innovators’ time to issues that could help people left out of the global economy. This kind of contribution is much more powerful than simply giving away cash or offering your employees time off to volunteer. It is a focused use of what your company does best. It is a great form of creative capitalism, because it takes the brainpower that makes life better for the richest and dedicates it to improving the lives of everyone else.




There are a number of pharmaceutical companies—GlaxoSmithKline in particular—that are putting their top innovators to work on new approaches to help the poor. Other companies are doing the same—in food, technology, cell phones. If we could take the leaders in these areas as models, and get the rest to match them, we could make a dramatic impact against the world’s inequities.




Finally, I hope that the great thinkers here will dedicate some time to finding ways for businesses, governments, NGOs, and the media to create measures of what companies are doing to use their power and intelligence to serve a wider circle of people. This kind of information is an important element of creative capitalism. It can turn good works into recognition, and ensure that recognition brings market-based rewards to businesses that do the most work to serve the most people.




We are living in a phenomenal age. If we can spend the early decades of the twenty-first century finding approaches that meet the needs of the poor in ways that generate profits and recognition for business, we will have found a sustainable way to reduce poverty in the world. This task is open-ended. It can never be finished. But a passionate effort to answer this challenge will help change the world.


























CREATIVE CAPITALISM: THE CHEAT SHEET




Michael Kinsley











This is my attempt to summarize Bill’s speech. In academia, this is known as a “cheat sheet.” In the business world, it is called an “executive summary.”








1. Today’s miracles of technology benefit only those who can afford them. Markets respond only to “demand,” not to “need.”








2. This is a systemic flaw in the free-market system. Further technological innovation is less important than systemic innovation to mend this flaw.








3. The world is getting better, but not fast enough and not for everyone. Great advances in technology therefore make inequity worse. About a billion people are left out. For example, climate change will impose the worst effects on those least responsible for it.








4. Why? Because in “a system of pure capitalism,” the incentive to serve people rises as their wealth rises and falls as their wealth falls. This system needs to be changed so that there is incentive to serve poor people too.










5. Self-interest is just one of two forces in human nature. The other is “caring for others.” The genius of capitalism is that it makes self-interest serve the general interest. Philanthropy and government are supposed to address our “caring for others,” but there isn’t enough philanthropic or government money to solve the world’s problems.








6. A revised capitalist system would both make a profit and improve the lives of the have-nots.








7. A revised system should use profit incentives where possible. But even where profits are not possible, there is a market-based incentive that can be used: recognition. Positive recognition is good for a company’s reputation, good for attracting customers, and good for attracting employees.








8. Creative capitalism is a system where incentives for both profit and recognition motivate both self-interest and caring for others.








9. Under creative capitalism governments, businesses, and nonprofits work together.








10. “This hybrid engine of self-interest and concern for others serves a much wider circle of people than can be reached by self-interest or caring alone.”








11. Example: Corporations donating money or products. Or, even better, corporations spending money or using technology to find new markets in poor countries.








12. Example: “tiered pricing.” A drug company has a valuable patent and charges full monopoly price in the developed world, but lets poor-world manufacturers produce for less than one dollar a dose.










13. Sometimes there is a “direct role for government”: creating market incentives for companies to help the poor. For example, the FDA rules that if you develop a new treatment for a neglected disease, you get priority review by the FDA for some other drug.








14. Another approach: Help poor-world businesses do business in developed world.




15. Another example: the Bono (“RED” campaign) model. Sell products with a small percentage of the profits going to worthy causes in the poor world. People will pay more for products associated with these causes.








16. “What unifies all forms of creative capitalism is that they are market-driven efforts to bring solutions we take for granted to people who can’t get them.”








17. Corporations should allow “top innovators” to spend part of their time on issues facing people too poor to be customers. This “takes the brainpower that makes life better for the richest, and dedicates it to improving the lives of everyone else.”




























BILL GATES AND WARREN BUFFETT DISCUSS “CREATIVE CAPITALISM”




Warren Buffett and Bill Gates











This is the edited transcript of a discussion between Bill Gates and Warren Buffett about Bill’s concept of creative capitalism. The discussion, over lunch at the Gates residence in Medina, Washington, took place on May 15, 2008. Also at the table were Melinda Gates, Josh Daniel of the Gates Foundation, and me. I started by asking Warren what he thought of the whole idea




—Michael Kinsley




WARREN BUFFETT: I would rather have Bill, if he will, give me the main points.








BILL GATES: Well, it’s not completely well defined. I totally believe in markets as such powerful forces for drawing out innovation. And yet you do get trapped in this situation where the markets serve where the dollars are, so you don’t get markets meeting the needs of the poorest. And so how do you bootstrap or support the needs of the poorest so markets are reaching out to them? I mean, when I view the last hundred years as an experiment in how good markets are, the answer is very, very clear and very strong. It’s one of those things that’s so clear people won’t even discuss it with you anymore. Like in this [Edward] Teller book: he says, Look, if he didn’t believe in innovation, he would have been a communist. If the economy is a zero-sum situation, then you ought to try some crazy sharing thing. It’s only the innovation and pie-growing activity that made Teller feel comfortable with the capitalistic approach. And I think that that’s been validated.




You often hear people saying that companies should do something besides profit maximization. And it’s amazing how strong a message is hidden in words like “diversity” or the broad term “corporate social responsibility.” Warren and I were just at the Microsoft CEO Summit for the last couple days, and it was amazing how many of the talks were about how a company needs to have core values of who they are and what they do as the thing that makes the employees feel they have a purpose and guides their action. And how that needs to be really at the center, even more so than the short-term profit metrics. Jack Welch was very good on that and Lee Scott [CEO of Wal-Mart] was very good on that, I think in a very sincere way. I think it’s more true all the time.




Bill George [of Harvard Business School] ran the leadership panel, and he was saying how the younger generation really wants to go to work with people who have a purpose. So what I’m saying is when people write down that purpose, when they write down their values, that an element of that should be: What can we do based on our skill set, our innovators, whatever unique capacities we have as a company—what can we be doing for the poorest two billion? And that can either be taking more risk in terms of trying to develop markets there, which is C.K. Prahalad–type stuff, or just doing things that are not profit seeking and yet not giving up a huge percentage of profit.






So somebody can read the words “creative capitalism” and say, “Okay, Bill Gates said that you should serve the poorest two billion and ignore profit.” That is not what I intend to say at all, but then I am being a bit ambiguous about how far you go in being willing to give up something. Am I saying one percent? Two percent? Three percent? Nobody who sets these dual roles is very good about being clear. I mean, what do they say you’re supposed to give up for corporate social responsibility? Well, they’re not willing to be numeric, because they feel like the two goals—profit and social responsibility—aren’t totally at odds over time.




I understand it best in terms of the big companies of the world: pharma, banks, technology companies, food companies. Buying from the poor world, supplying to the poor world, having scientists and innovators who come together to think about the poor world. It’s best defined for me there, and then I think, “Okay, how concrete is this?” I go back to this thing of: Okay, if all companies did as well as the best do, then it would be pretty dramatic in terms of the rate of improvement for the poorest. And a year from now, I’ll know a lot more about this, because in my new time back at the foundation I’ll meet with heads of pharma, heads of food companies, heads of…I’ll meet a lot of these companies and try and get a sense of, do they agree that in their hiring it would help them, do they agree that in their reputation and maybe seeking long-term markets it would help them and see how concrete a response is possible.










WARREN: But as Bill was talking, it just occurred to me that if you don’t trust the government to do a lot of things very well—and business will never trust them to do that; rich people will never trust them to do that—and if, on the other hand, the honor system doesn’t work particularly well in terms of how many people behave—and this idea just occurred to me ten seconds ago, so it will take a lot of refining. What if you had three percent or something like that of the corporate income tax totally devoted to a fund that would be administered by some representatives of corporate America to be used in intelligent ways for the long-term benefit of society? This group—who think they can run things way better than government—could tackle education, health, et cetera, or other activities in which government has a large role. And it would have this forced funding of three percent of corporate profits or some sum like that. Ace Greenberg used to insist that all the managing directors of Bear Stearns give four percent to charity, and in December of each year he would go around and talk to everyone who hadn’t yet given his four percent. And he told all the Jews that they had to give any shortfall at year-end to Catholic Charities, and he told the Catholics they had to give it to the United Jewish Appeal. Well, this would be a variation on that. Take three percent—pick a figure—of corporate income. That would be, perhaps, $30 billion a year; you would exempt small companies. If there are things to be done in society that the market system doesn’t naturally lead to, something like this would be a supplement to the invisible hand. It would be a second hand that would come down for society—administered in a businesslike manner—and it might be interesting to see what a system like that might produce.








BILL: You might want to say that companies could include the cost of putting their best innovators on to the problems, and say that if you don’t do that, then you have to pay it out in cash, and it goes into a pool for the businesses that do have the innovators and might want to devote four percent or five percent. When we go to a drug company and say, “Work on a malaria vaccine,” it’s completely unreasonable to expect them to fund it themselves. And so you do get this weird thing—I don’t know how much I’ve said this in speeches; I think I’ve said it privately more—where it’s better for a large drug company to say, “We don’t work on the diseases for the poor. But if we did, we’d give it away.” And then you have these other drug companies that do work on diseases for the poor [and] they actually get discredit because they’re charging their marginal cost, where the other guy could pontificate and say, “Yeah, we don’t happen to have any, but boy, we wouldn’t be like those bastards and charge for the thing.”








WARREN: The market system is always going to take care of the medical needs of the rich. If a rich guy wants to take out a young gal, you’re going to sell him Viagra and be able to make money doing so. Basically, the market system will make that research worthwhile. But it won’t make research worthwhile for some disease that is indigenous to the poorest parts of the world and not present elsewhere.








MIKE: Two of the biggest categories of creative capitalism seem to be, first, one way or another, a corporation gives away money or money equivalents like the time of its best employees, and second, corporations seeking out profit-making opportunities in poorer countries that they otherwise might not. Let me ask you about the second one. It’s sort of like the famous joke about the economist who sees the ten-dollar bill on the ground and says it can’t be there, someone would have picked it up. Why does it require creative capitalism to…I mean, if there is great opportunity there, why aren’t people doing it already?








WARREN: Market opportunities will be filled. I think the present system works pretty well in terms of real market opportunities. Now, there are a lot of people who would like things to be market opportunities that aren’t market opportunities. But I don’t worry very much about real market opportunities not getting filled.








BILL: You definitely want to encourage people to go into countries where it would be normally riskier and they might not choose to go. A country like Vietnam is improving its situation without much help from creative capitalism. They’ve gotten governance basically right, the education thing is right, they’re getting population growth at a level where they can really feed and employ their people. It’s a spectacular thing. In an earlier question, we talked about which are the most important elements. Government plus normal capitalism—really good government plus normal capitalism. If you can have that, God bless you, that is such a fantastic thing. It works very well.




But when you get this problem of these diseases—this sounds like an awful thing to say—but when diseases affect both rich and poor countries, trickle-down will eventually work for the poorest, because the high cost of development is recovered in the rich world and then, as they go off patent, they’re sold for marginal cost to the poor, and everybody benefits. But the fact that malaria was eliminated in the United States and we don’t need a malaria vaccine is a tiny bit of a tragedy, because you don’t have all of these brilliant minds at work to solve this problem. This is where you need creative capitalism. Like getting micronutrients to the poor, getting these drug discovery things done. Trying to use the cell phone and network in a different way. The rich world can fall into a way of doing something that works for them that doesn’t work for the poor world.








WARREN: The market also gets distorted where you feel you’re going to get screwed after going into a country. You’re going to set a higher threshold on expected returns if you think there’s a fair chance they’re going to expropriate your assets. And, if there is no rule of law at all, you may skip the country regardless of possible returns.








MIKE: But that’s rational.








WARREN: Yeah, absolutely rational. Now the counterbalance of that is to have something like a federal export-import bank—a bank that insures foreign purchases—that says if you go to, say, Indonesia and they take your assets away from you, well, at least they guarantee you will get your cost back. But government has a role to play in that. Otherwise, it is perfectly rational for me to say I’m not going to go back to Indonesia again because we got screwed. That will always be the case with some countries, although I think it’s way less of a deterrent now than it was twenty-five years ago. Nevertheless, expropriation risk—including confiscating taxes that might later be imposed—will still deter people bringing goods and services to people in some areas of the world.








MIKE: Bill, can people or sometimes companies irrationally seek comfort and avoid risk? And if it’s not irrational, why should you force people to do it?








BILL: Well, rationality only goes so far. If your young employees are saying to you, “Hey, should we be trying to develop the market in Africa?” rationality might say to you, “Gosh, we don’t pay much attention to that, why bother?” There’s a lot of latitude in terms of what’s rational. If you feel like getting involved in that, if it has this positive benefit, then you’ll put more time into the specific strategy that is rational to going after that opportunity and maybe coming up with something that in the long term is very rational.




There are multiple rational paths that companies can go down. If you said to a company, “Hey, your diversity policy made you do irrational things versus what you would have done without a diversity policy,” they will say, “Oh no, it just opened our eyes to better rationality.” And some of them will be telling the truth. I think a lot of them will be telling the truth. Some will just—of course, they don’t really know. You don’t get to live path A and path B and then subtract and say, “Okay, the one that is bigger is the rational one and the other one is kind of the stupid one.”








WARREN: I would say that it may well be at Microsoft that progressive policies make some difference in terms of whom they are able to hire. But I think if you took Kraft versus Kellogg versus General Mills—and General Mills happens to be in Minneapolis, where they have that 5 percent corporate donation program—I don’t think it has any real effect on the quality of who applies for jobs at the three companies. You take GEICO. If GEICO has a policy of being green, or whatever, when we are recruiting, I don’t think it makes much difference to prospective employees.








MIKE: So let’s talk about situations where creative capitalism is frankly going to cost you something and it’s like you’re reducing the return to shareholders. And question one is, Why do corporate managers have the right to do that?










WARREN: I don’t think they do. Basically, I don’t feel I’ve got the right to give away shareholders’ money, though I feel our shareholders should have the right to designate part of their share of profits to go to their own charitable priorities. I mean, I may believe in women’s reproductive rights or something like that, and if I want to give all my personal money to that, that’s fine. But I don’t think other shareholders should have to support my preferences. However, I think it would be nice if we had a mechanism whereby the people who favored adoption would be able to devote their proportional share of Berkshire’s charitable funds to that purpose, and so on.








MIKE: I thought you had a program like that.








WARREN: We did for twenty or twenty-five years, but we had people who objected to some of the places the money was going, and they were putting so much heat—not on us or on our employees, but on suppliers and others who work with us—and I just wasn’t willing to fight them on that. But I still believe that this kind of program where stockholders pick the places their money goes is the right approach. When the government bureaucrats allocate the taxpayers’ money, all the rich guys get mad about it. But when the rich guys are allocating their shareholders’ money, they seem to think that God gave them that right.








BILL: Let me take a case that’s really clear-cut, which is the Microsoft case. We need to have great relationships with governments all over the world. And because we make a product whose marginal cost of production is very low—software—and because information empowerment is so directly what we’re about, it’s not a stretch in any way, the idea that we go into over one hundred countries and do these things where we donate massive amounts of software. We even give cash gifts, and we train teachers. And we make sure we get visibility for that and we make sure when we hire employees they know about that. When we’re competing for government contracts, we remind people we’re a good citizen in that country. I can’t do the math for you in some hyper-rational way. I suppose you could go overboard on it, but versus not doing that, Microsoft is absolutely way better off.




Now, the thing we’ve done that I don’t know if we’ll get credit for it—but I love it and I think we probably will—is we have the lab in India specialize in looking out for the poorest. And it was very interesting, because when they came in to present to me, they had a few slides up front that said…they call it bottom of the pyramid, bottom two billion. They had a few slides up front that said PCs are too expensive, electricity is too hard, we’re going to show you something here where Microsoft software actually plays a modest role. And it’s this thing where they use DVDs—it’s really cool—to help teachers and to help farmers. But literally it’s a TV set and a portable DVD player they can use to figure out best practices, like American Idol. You get the local farmers together, they compete, they video the best one, and they create a social event where they take that out and play that DVD. It didn’t use a lot of Microsoft software, but so what. It’s a very clever idea. They’re going to spin off, the people are so committed they’re going to go do this full-time, and the Gates Foundation is looking at how we can support them as they plan to scale this thing up. So it’s a minor part. If you did the math, I think there were thirty people in the lab who were broadly working on this stuff in a sixty-thousand-person company. Has that got some direct payoff? I bet it does.










WARREN: If I’m chairman of ExxonMobil, though, and I think that Nigeria is a particularly attractive oil province to go to work in, do I give ten million dollars to the favorite charity of the president of Nigeria, or do I poll the lower class of Nigeria to see what they’d really like done for them and spend the ten million dollars there? I mean, if you’re really following market economics, you do want people to think favorably of you, but different companies may want different people feeling favorably about them, and all this may have very little to do with what society would like if you had a social equation that you were weighing. On a strictly market test, it may be better to have a dictator or his wife think well of you than take an action that benefits his millions of subjects.








MIKE: Isn’t there a sort of catch-22 logic at work where you say that spending this money is justified for the shareholders because the goodwill pays off in various ways, helps you hire better people, gets you into Nigeria—






WARREN: Or keeps you out of trouble.








MIKE: Yes. But then if it really does pay off, why do you still have bragging rights? If what you’re buying is bragging rights that you do good—and those have value, therefore it’s justified in terms of your imposition on the shareholders—well, in that case you don’t deserve the bragging rights.








BILL: Yes you do, because you’ve pushed the world in the right direction. There is such a thing as a win-win in this world. If you figure out how to give good customer service, you are allowed to brag about how you have great customer service. If you figure out how to make governments love you by helping the poor people in that country, you get both the benefit of the government loving you and you get to say you helped the poor in that country.








WARREN: As long as you don’t say what you’re doing is to get bragging rights?








BILL: No, no. Microsoft is very honest to saying that it’s not purely our doing. Partners in Learning, which is the school donation thing. That’s not purely…we don’t go to the world news and say, “Oh, we’re just suffering so much; this was so hard.” The world is more like this. College kids do really want to associate themselves in their full-time work activity with something beyond just how profitable the institution they’re involved in is. Now, maybe that’s a very elite statement, maybe that’s more an upper-tier, particular group of people, but if you take the big global companies, that’s the hiring pool that they care the most about.








WARREN: The people at Wal-Mart would rather work for an admired company than a company where they’re criticized every day. I don’t think they care that much about the specific policies that lead to the criticism or admiration, but there’s no question you feel better about going to work for a company that’s admired or your kids feel better because they hear different things at school. But at Wal-Mart I think most employees care about the policies that will directly affect them. I’m not sure how much they really care about the other issues.
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