IX

Profit and Loss*

A. The Economic Nature of Profit and Loss

1. The Emergence of Profit and Loss

In the capitalist system of society’s economic
organization the entrepreneurs determine the course
of production. In the performance of this function
they are unconditionally and totally subject to the
sovereignty of the buying public, the consumers. If
they fail to produce in the cheapest and best possible
way those commodities which the consumers are
asking for most urgently, they suffer losses and are
finally eliminated from their entrepreneurial posi-
tion. Other men who know better how to serve the
consumers replace them.

If all people were to anticipate correctly the future
state of the market, the entrepreneurs would neither
earn any profits nor suffer any losses. They would
have to buy the complementary factors of production
at prices which would, already at the instant of the
purchase, fully reflect the future prices of the prod-
ucts. No room would be left either for profit or for

*A paper prepared for the meeting of the Mont Peélerin
Society held in Beauvallon, France, September 9 to 16, 1951.
Available same year in English as separate booklet from
Libertarian Press—out of print.
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loss. What makes profit emerge is the fact that the
entrepreneur who judges the future prices of the
products more correctly than other people do buys
some or all of the factors of production at prices
which, seen from the point of view of the future
state of the market, are too low. Thus the total costs
of production—including interest on the capital in-
vested—lag behind the prices which the entrepreneur
receives for the product. This difference is entrepre-
neurial profit.

On the other hand, the entrepreneur who mis-
judges the future prices of the products allows for
the factors of production prices which, seen from
the point of view of the future state of the market,
are too high. His total costs of production exceed the
prices at which he can sell the product. This differ-
ence is entrepreneurial loss.

Thus profit and loss are generated by success or
failure in adjusting the course of production activities
to the most urgent demand of the consumers. Once
this adjustment is achieved, they disappear. The
prices of the complementary factors of production
reach a height at which total costs of production
coincide with the price of the product. Profit and loss
are ever-present features only on account of the
fact that ceaseless change in the economic data
makes again and again new discrepancies, and con-
sequently the need for new adjustments originate.

2. The Distinction Between Profits and
Other Proceeds

Many errors concerning the nature of profit and
loss were caused by the practice of applying the term
profit to the totality of the residual proceeds of an
entrepreneur.
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Interest on the capital employed is not a com-
ponent part of profit. The dividends of a corporation
are not profit. They are interest on the capital in-
vested plus profit or minus loss.

The market equivalent of work performed by the
entrepreneur in the conduct of the enterprise’s affairs
is entrepreneurial quasi-wages but not profit.

If the enterprise owns a factor on which it can
earn monopoly prices, it makes a monopoly gain.
If this enterprise is a corporation, such gains increase
the dividend. Yet they are not profit proper.

Still more serious are the errors due to the con-
fusion of entrepreneurial activity and technological
innovation and improvement.

The maladjustment the removal of which is the
essential function of entrepreneurship may often con-
sist in the fact that new technological methods have
not yet been utilized to the full extent to which they
should be in order to bring about the best possible
satisfaction of consumers’ demand. But this is not
necessarily always the case. Changes in the data,
especially in consumers’ demand, may require adjust-
ments which have no reference at all to technological
innovations and improvements. The entrepreneur
who simply increases the production of an article
by adding to the existing production facilities a new
outfit without any change in the technological meth-
od of production is no less an entrepreneur than the
man who inaugurates a new way of producing. The
business of the entrepreneur is not merely to experi-
ment with new technological methods, but to select
from the multitude of technologically feasible meth-
ods those which are best fit to supply the public in
the cheapest way with the things they are asking for
most urgently. Whether a new technological proced-
ure is or is not fit for this purpose is to be provision-
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ally decided by the entrepreneur and will be finally
decided by the conduct of the buying public. The
question is not whether a new method is to be con-
sidered as a more “elegant” solution of a technologi-
cal problem. It is whether, under the given state of
economic data, it is the best possible method of sup-
plying the consumers in the cheapest way.

The activities of the entrepreneur consist in mak-
ing decisions. He determines for what purpose the
factors of production should be employed. Any other
acts which an entrepreneur may perform are merely
accidental to his entrepreneurial function. It is this
that laymen often fail to realize. They confuse the
entrepreneurial activities with the conduct of the
technological and administrative affairs of a plant.
In their eyes not the stockholders, the promotors and
speculators, but hired employees are the real entre-
preneurs. The former are merely idle parasites who
pocket the dividends.

Now nobody ever contended that one could pro-
duce without working. But neither is it possible to
produce without capital goods, the previously pro-
duced factors of further production. These capital
goods are scarce, i.e., they do not suffice for the
production of all things which one would like to
have produced. Hence the economic problem arises:
to employ them in such a way that only those goods
should be produced which are fit to satisfy the most
urgent demands of the consumers. No good should
remain unproduced on account of the fact that the
factors required for its production were used—wasted
—for the production of another good for which the
demand of the public is less intense. To achieve this
is under capitalism the function of entrepreneurship
that determines the allocation of capital to the vari-
ous branches of production. Under socialism it would
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be a function of the state, the social apparatus of
coercion and oppression. The problem whether a
socialist directorate, lacking any method of economic
calculation, could fulfill this function is not to be
dealt with in this essay.

There is a simple rule of thumb to tell entrepre-
neurs from non-entrepreneurs. The entrepreneurs
are those on whom the incidence of losses on the
capital employed falls. Amateur-economists may con-
fuse profits with other kinds of intakes. But it is im-
possible to fail to recognize losses on the capital em-
ployed. |

3. Non-Profit Conduct of Affairs

What has been called the democracy of the market
manifests itself in the fact that profit-seeking business
is unconditionally subject to the supremacy of the
buying public. |

Non-profit organizations are sovereign unto them-
selves. They are, within the limits drawn by the
amount of capital at their disposal, in a position to
defy the wishes of the public.

A special case is that of the conduct of govern-
ment affairs, the administration of the social appara-
tus of coercion and oppression, viz. the police power.
‘The objectives of government, the protection of the
inviolability of the individuals’ lives and health and
of their efforts to improve the material conditions of
their existence, are indispensable. They benefit all
and are the necessary prerequisite of social coopera-
tion and civilization. But they cannot be sold and
bought in the way merchandise is sold and bought;
they have therefore no price on the market. With
regard to them there cannot be any economic cal-
culation. The costs expended for their conduct can-
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not be confronted with a price received for the prod-
uct. This state of affairs would make the officers
entrusted with the administration of governmental
activities irresponsible despots if they were not curbed
by the budget system. Under this system the admin-
istrators are forced to comply with detailed instruc-
tions enjoined upon them by the sovereign, be it a
self-appointed autocrat or the whole people acting
through elected representatives. To the officers lim-
ited funds are assigned which they are bound to
spend only for those purposes which the sovereign
has ordered. Thus the management of public ad-
ministration becomes bureaucratic, i. e., dependent
on definite detailed rules and regulations.

Bureaucratic management is the only alternative

available where there is no profit and loss manage-
ment.*

4. The Ballot of the Market

The consumers by their buying and abstention
from buying elect the entrepreneurs in a daily
repeated plebiscite as it were. They determine who
should own and who not, and how much each owner
should own.

As is the case with all acts of choosing a person—
choosing holders of public office, employees, friends
or a consort—the decision of the consumers is made
on the ground of experience and thus necessarily
always refers to the past. There is no experience of
the future. The ballot of the market elevates those
who in the immediate past have best served the con-
sumers. However, the choice is not unalterable and
can daily be corrected. The elected who disappoints
the electorate is speedily reduced to the ranks.

*Cf. Mises, Human Action, Yale University Press, 1949, pages 305-
307; Bureaucracy, Yale University Press, 1944, Pages 40-73.
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Each ballot of the consumers adds only a little to
the elected man’s sphere of action. To reach the
upper levels of entrepreneurship he needs a great
number of votes, repeated again and again over a
long period of time, a protracted series of successful
strokes. He must stand every day a new trial, must
submit anew to reelection as it were.

It is the same with his heirs. They can retain their
eminent position only by receiving again and again
confirmation on the part of the public. Their office
is revocable. If they retain it, it is not on account of
the deserts of their predecessor, but on account of
their own ability to employ the capital for the best
possible satisfaction of the consumers.

The entrepreneurs are neither perfect nor good in
any metaphysical sense. They owe their position ex-
clusively to the fact that they are better fit for the
performance of the functions incumbent upon them
than other people are. They earn profit not because
they are clever in performing their tasks, but because
they are more clever or less clumsy than other people
are. They are not infallible and often blunder. But
they are less liable to error and blunder less than
other people do. Nobody has the right to take offense
at the errors made by the entrepreneurs in the con-
duct of affairs and to stress the point that people
would have been better supplied if the entrepreneurs
had been more skillful and prescient. If the grumbler
knew better, why did he not himself fill the gap and
seize the opportunity to earn profits? It is easy indeed
to display foresight after the event. In retrospect all
fools become wise.

A popular chain of reasoning runs this way: The
entrepreneur earns profit not only on account of the
fact that other people were less successful than he
in anticipating correctly the future state of the



Profit and Loss 115

market. He himself contributed to the emergence of
profit by not producing more of the article concern-
ed; but for intentional restriction of output on his
part, the supply of this article would have been so
ample that the price would have dropped to a point
at which no surplus of proceeds over costs of produc-
tion expended would have emerged. This reasoning
is at the bottom of the spurious doctrines of imper-
fect and monopolistic competition. It was resorted
to a short time ago by the American Administration
when it blamed the enterprises of the steel industry
for the fact that the steel production capacity of the
United States was not greater than it really was.

Certainly those engaged in the production of steel
are not responsible for the fact that other people did
not likewise enter this field of production. The re-
proach on the part of the authorities would have
been sensible if they had conferred on the existing
steel corporations the monopoly of steel production.
But in the absence of such a privilege, the reprimand
given to the operating mills is not more justified than
it would be to censure the nation’s poets and musi-
cians for the fact that there are not more and better
poets and musicians. If somebody is to blame for
the fact that the number of people who joined the
voluntary civilian defense organization is not larger,
then it is not those who have already joined but only
those who have not.

That the production of a commodity p is not larger
than it really is, is due to the fact that the comple-
mentary factors of production required for an ex-
pansion were employed for the production of other
commodities. To speak of an insufficiency of the
supply of p is empty rhetoric if it does not indicate

e various products m which were produced in too
large quantities with the effect that their production
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appears now, i.e., after the event, as a waste of
scarce factors of production. We may assume that
the entrepreneurs who instead of producing addi-
tional quantities of p turned to the production of
excessive amounts of m and consequently suffered
losses, did not intentionally make their mistake.

Neither did the producers of p intentionally re-
strict the production of p. Every entrepreneur’s.
capital is limited; he employs it for those projects
which, he expects, will, by filling the most urgent
demand of the public, yield the highest profit.

An entrepreneur at whose disposal are 100 units
of capital employs, for instance, 50 units for the
production of p and 50 units for the production of q.
If both lines are profitable, it is odd to blame him
for not having employed more, €. g., 75 units, for the
production of p. He could increase the production
of p only by curtailing correspondingly the produc-
tion of g. But with regard to ¢ the same fault could
be found by the grumblers. If one blames the entre-
preneur for not having produced more p, one must
blame him also for not having produced more gq.
This means: one blames the entrepreneur for the
facts that there is a scarcity of the factors of produc-
tion and that the earth is not a land of Cockaigne.

Perhaps the grumbler will object on the ground
that he considers p a vital commodity, much more
important than g, and that therefore the produc-
tion of p should be expanded and that of g restricted.
If this is really the meaning of his criticism, he is at
variance with the valuations of the consumers. He
throws off his mask and shows his dictatorial aspira-
tions. Production should not be directed by the wishes
of the public but by his own despotic discretion.

But if our entrepreneur’s production of g involves
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a loss, it is obvious that his fault was poor foresight
and not intentional.

Entrance into the ranks of the entrepreneurs in
a market society, not sabotaged by the interference
of government or other agencies resorting to violence,
is open to everybody. Those who know how to take
advantage of any business opportunity cropping up
will always find the capital required. For the market
is always full of capitalists anxious to find the most
promising employment for their funds and in search
of the ingenious newcomers, in partnership with
whom they could execute the most remunerative
~ projects.

' People often failed to realize this inherent feature
of capitalism because they did not grasp the meaning
and the effects of capital scarcity. The task of the
entrepreneur is to select from the multitude of tech-
nologically feasible projects those which will satisfy
the most urgent of the not yet satisfied needs of the
public. Those projects for the execution of which
the capital supply does not suffice must not be carried
out. The market is always crammed with visionaries
who want to float such impracticable and unwork-
able schemes. It is these dreamers who always com-
plain about the blindness of the capitalists who are
too stupid to look after their own interests. Of course,
the investors often err in the choice of their invest-
ments. But these faults consist precisely in the fact
that they preferred an unsuitable project to another
that would have satisfied more urgent needs of the
buying public. |

People often err very lamentably in estimating
the work of the creative genius. Only a minority of
men are appreciative enough to attach the right
value to the achievement of poets, artists and think-
ers. It may happen that the indifference of his con-
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temporaries makes it impossible for a genius to
accomplish what he would have accomplished if his
fellow-men had displayed better judgment. The
way in which the poet laureate and the philosopher
d la mode are selected is certainly questionable.

But it is impermissible to question the free market’s
choice of the entrepreneurs. The consumers’ prefer-
ence for definite articles may be open to condemna-
tion from the point of view of a philosopher’s judg-
ment. But judgments of value are necessarily always
personal and subjective. The consumer chooses what,
as he thinks, satisfies him best. Nobody is called upon
to determine what could make another man happier
or less unhappy. The popularity of motor cars,
television sets and nylon stockings may be criticized
from a “higher” point of view. But these are the
things that people are asking for. They cast their
ballots for those entrepreneurs who offer them this
merchandise of the best quality at the cheapest price.

In choosing between various political parties and
programs for the commonwealth’s social and eco-
nomic organization most people are uninformed and
groping in the dark. The average voter lacks the in-
sight to distinguish between policies suitable to at-
tain the ends he is aiming at and those unsuitable.
He is at a loss to examine the long chains of aprior-
istic reasoning which constitute the philosophy of a
comprehensive social program. He may at best
form some opinion about the short-run effects of the
policies concerned. He is helpless in dealing with the
long-run effects. The socialists and communists in
principle often assert the infallibility of majority
decisions. However, they belie their own words in
criticizing parliamentary majorities rejecting their
creed, and in denying to the people, under the one-
party system, the opportunity to choose between
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different parties.

But in buying a commodity or abstaining from its
purchase there is nothing else involved than the
consumer’s longing for the best possible satisfaction
of his instantaneous wishes. The consume: does not—
like the voter in political voting—choose between
different means whose effects appear only later. He
chooses between things which immediately provide
satisfaction. His decision is final.

An entrepreneur earns profit by serving the con-
sumers, the people, as they are and not as they should
be accordmg to the fancies of some grumbler or
potential dictator.

5. The Social Funetion of Profit and Loss

Profits are never normal. They appear only where
there is a maladjustment, a divergence between
actual production and production as it should be in
order to utilize the available material and mental
resources for the best possible satisfaction of the
wishes of the public. They are the prize of those
who remove this maladjustment; they disappear as
soon as the maladjustment is entirely removed. In
the imaginary construction of an evenly rotating
economy there are no profits. There the sum of the
prices of the complementary factors of production,
due allowance being made for time preference, co-
incides with the price of the product.

The greater the preceding maladjustments, the
greater the profit earned by their removal. Malad-
]ustments may sometimes be called excesswe But it
is inappropriate to apply the epithet “excessive” to
profits.

People arrive at the idea of excessive profits by
confronting the profit earned with the capital em-
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ployed in the enterprise and measuring the profit as
a percentage of the capital. This method is suggested
by the customary procedure applied in partnerships
and corporations for the assignment of quotas of
the total profit to the individual partners and share-
. holders. These men have contributed to a different
extent to the realization of the project and share in
the profits and losses according to the extent of their
contribution.

But it is not the capital employed that creates
profits and losses. Capital does not “beget profit” a
Marx thought. The capital goods as such are dead
things that in themselves do not accomplish anything.
If they are utilized according to a good idea, profit
results. If they are utilized according to a mistaken
idea, no profit or losses result. It is the entrepre-
neurial decision that creates either profit or loss. It is
mental acts, the mind of the entrepreneur, from
which profits ultimately originate. Profit is a product
of the mind, of success in anticipating the future state
of the market. It is a spiritual and intellectual phe-
nomenon.

The absurdity of condemning any profits as exces-
sive can easily be shown. An enterprise with a capital
of the amount ¢ produced a definite quantity of p
which it sold at prices that brought a surplus of pro-
ceeds over costs of s and consequently a profit of n
per cent. If the entrepreneur had been less capable,
he would have needed a capital of 2¢ for the pro-
duction of the same quantity of p. For the sake of
argument we may even neglect the fact that this
would have necessarily increased costs of production
as it would have doubled the interest on the capital
employed, and we may assume that s would have
remained unchanged. But at any rate s would have
been confronted with 2¢ instead of ¢ and thus the
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profit would have been only n/2 per cent of the capi-
tal employed. The “excessive” profit would have been
reduced to a “fair” level. Why? Because the entre-
preneur was less efficient and because his lack of
efficiency deprived his fellow-men of all the advan-
tages they could have got if an amount ¢ of capital
goods had been left available for the production of
other merchandise.

In branding profits as excessive and penalizing the
efficient entrepreneurs by discriminatory taxation,
people are injuring themselves. Taxing profits is tan-
tamount to taxing success in best serving the public.
The only goal of all production activities is to employ
the factors of production in such'a way that they
render the highest possible output. The smaller the
input required for. the production of an article be-
comes, the more of the scarce factors of production
is left for the production of other articles. But the
better an entrepreneur succeeds in this regard, the
more is he vilified and the more is he soaked by taxa-
tion. Increasing costs per unit of output, that is,
waste, is praised as a virtue.

The most amazing manifestation of this complete
failure to grasp the task of production and the nature
and functions of profit and loss is shown in the popu-
lar superstition that profit is an addendum to the
costs of production, the height of which depends
uniquely on the discretion of the seller. It is this be-
lief that guides governments in controlling prices.
It is the same belief that has prompted many govern-
ments to make arrangements with their contractors
according to which the price to be paid for an article
delivered is to equal costs of production expended by
the seller increased by a definite percentage. The
effect was that the purveyor got a surplus the higher,
the less he succeeded in avoiding superfluous costs.
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Contracts of this type enhanced considerably the
sums the United States had to expend in the two
World Wars. But the bureaucrats, first of all the
professors of economics who served in the various
‘war agencies, boasted of their clever handling of the
matter.

All people, entrepreneurs as well as non-entrepre-
neurs, look askance upon any profits earned by other
people. Envy is a common weakness of men. People
are loath to acknowledge the fact that they them-
selves could have earned profits if they had displayed
the same foresight and judgment the successful
businessman did. Their resentment is the more vio-
lent, the more they are subconsciously aware of this
fact.

There would not be any profits but for the eager-
ness of the public to acquire the merchandise offered
for sale by the successful entrepreneur. But the same
people who scramble for these articles vilify the
businessman’and call his profit ill-got.

The semantic expression of this enviousness is the
distinction between earned and unearned income.
It permeates the textbooks, the language of the laws
and administrative procedure. Thus, for instance, the
official Form 201 for the New York State Income
Tax Return calls “Earnings” only the compensation
received by employees and, by implication, all other
income, also that resulting from the exercise of a
profession, unearned income. Such is the terminology
of a state whose governor is a Republican and whose
state assembly has a Republican majority.

Public opinion condones profits only as far as
they do not exceed the salary paid to an employee.
All surplus is rejected as unfair. The objective of
taxation is, under the ability-to-pay principle, to con-
fiscate this surplus.
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Now one of the main functions of profits is to shift
the control of capital to those who know how to em-
ploy it in the best possible way for the satisfaction
of the public. The more profits a man earns, the
greater his wealth consequently becomes, the more
influential does he become in the conduct of business
affairs. Profit and loss are the instruments by means
of which the consumers pass the direction of produc-
tion activities into the hands of those who are best
fit to serve them. Whatever is undertaken to curtail
or to confiscate profits, impairs this function. The
result of such measures is to loosen the grip the
consumers hold over the course of production. The
economic machine becomes, from the point of view
of the people, less efficient and less responsive. -

The jealousy of the common man looks upon the
profits of the entrepreneurs as if they were totally
- used for consumption. A part of them is, of course,
consumed. But only those entrepreneurs attain wealth
and influence in the realm of business who consume
merely a fraction of their proceeds and plough back
the much greater part into their enterprises. What
makes small business develop into big business is not
spending, but saving and capital accumulation.

6. Profit and Loss in the Progressing and in the
Retrogressing Economy

We call a stationary economy an economy in which
the per head quota of the income and wealth of the
individuals remains unchanged. In such an economy
what the consumers spend more for the purchase of
some articles must be equal to what they spend less
for other articles. The total amount of the profits
earned by one part of the entrepreneurs equals the
total amount of losses suffered by other entrepreneurs.
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A surplus of the sum of all profits earned in the
whole economy above the sum of all losses suffered
emerges only in a progressing economy, that is in an
economy in which the per head quota of capital
increases. This increment is an effect of saving that
adds new capital goods to the quantity already pre-
viously available. The increase of capital available
creates maladjustments insofar as it brings about a
discrepancy between the actual state of production
and that state which the additional capital makes
possible. Thanks to the emergence of additional capi-
tal, certain projects which hitherto could not be
executed become feasible. In directing the new capi-
tal into those channels in which it satisfies the most
urgent among the previously not satisfied wants of
the consumers, the entrepreneurs earn profits which
are not counterbalanced by the losses of other entre-
preneurs.

‘The enrichment which the additional capital gen-
erates goes only in part to those who have created it
by saving. The rest goes, by raising the marginal
productivity of labor and thereby wage rates, to the
earners of wages and salaries and, by raising the
prices of definite raw materials and food stuffs, to
the owners of land, and, finally, to the entrepréneurs
who integrate this new capital into the most econom-
ical production processes. But while the gain of the
wage earners and of the landowners is permanent,
the profits of .the entrepreneurs disappear once this
integration is accomplished. Profits of the entrepre-
neurs are, as has been mentioned already, a perma-
nent phenomenon only on account of the fact that
maladjustments appear daily anew by the elimina-
tion of which profits are earned.

Let us for the sake of argument resort to the
concept of national income as employed in popular
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economics. Then it is obvious that in a stationary
economy no part of the national income goes into
profits. Only in a progressing economy. is there a
surplus of total profits over total losses. The popular -
belief that profits are a deduction from the income
of workers and consumers is entirely fallacious. If we
want to apply the term deduction to the issue, we
have to say that this surplus of profits over losses
as well as the increments of the wage earners and the
landowners is deducted from the gains of those whose
saving brought about the additional capital. It is
their saving that is the vehicle of economic improv-
ment, that makes the employment of technological
innovations possible and raises productivity and the
standard of living. It is the entrepreneurs whose
activity takes care of the most economical employ-
ment of the additional capital. As far as they them-
selves do not save, neither the workers nor the land-
owners contribute anything to the emergence of the
circumstances which generate what is called eco-
nomic progress and improvement. They are benefited
by other peoples’ saving that creates additional capi-
tal on the one hand and by the entrepreneurial action
that directs this additional capital toward the satis-
faction of the most urgent wants on the other hand.

A retrogressing economy is an economy in which
the per head quota of capital invested is decreasing.
In such an economy the total amount of losses incur-
red by entrepreneurs exceeds the total amount of
profits earned by other entrepreneurs.

7. The Computation of Profit and Loss

The originary praxeological categories of profit
and loss are psychic qualities and not reducible to
“any interpersonal description in quantitative terms.
They are intensive magnitudes. The difference be-



126 Planning for Freedom

tween the value of the end attained and that of the
means applied for its attainment is profit if it is posi-
tive and loss if it is negative.

- Where there are social division of efforts and co-
operation as well as private ownership of the means
of production, economic calculation in terms of
monetary units becomes feasible and necessary. Profit
and loss are computable as social phenomena. The
psychic phenomena of profit and loss, from which
they are ultimately derived, remain, of course, incal-
culable intensive magnitudes.

The fact that in the frame of the market economy
entrepreneurial profit and loss are determined by
arithmetical operations has misled many people.
They fail to see that essential items that enter into
this calculation are estimates emanating from the
entrepreneur’s specific understanding of the future
state of the market. They think that these computa-
tions are open to examination and verification or
alteration on the part of a disinterested expert.
They ignore the fact that such computations are as
a rule an inherent part of the entrepreneur’s specu-
lative anticipation of uncertain future conditions.

For the task of this essay it suffices to refer to one
of the problems of cost accounting. One of the items
of a bill of costs is the establishment of the difference
between the price paid for the acquisition of what
is commonly called durable production equipment
and its present value. This present value is the money
equivalent of the contribution this equipment will
make to future earnings. There is no certainty about
the future state of the market and about the height
of these earnings. They can only be determined by a
speculative anticipation on the part of the entrepre-
neur. It is preposterous to call in an expert and to
substitute his arbitrary judgment for that of the
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entrepreneur. The expert is objective insofar as he
is not affected by an error made. But the entrepre-
neur exposes his own material well-being.

Of course, the law determines magnitudes which
it calls profit and loss. But these magnitudes are not
identical with the economic concepts of profit and
loss and must not be confused with them. If a tax
law calls a magnitude profit, it in effect determines
the height of taxes due. It calls this magnitude profit
because it wants to justify its tax policy in the eyes
of the public. It would be more correct for the legis-
lator to omit the term profit and simply to speak of
the basis for the computation of the tax due.

The tendency of the tax laws is to compute what
they call profit as high as possible in order to increase
immediate public revenue. But there are other laws
which are committed to the tendency to restrict the
magnitude they call profit. The commercial codes of
many nations were and are guided by the endeavor
to protect the rights of creditors. They aimed at
restricting what they called profit in order to pre-
vent the entrepreneur from withdrawing to the
prejudice of creditors too much from the firm or
corporation for his own benefit. It was these tenden-
cies which were operative in the evolution of the
commercial usages concerning the customary height
of depreciation quotas.

There is no need today to dwell upon the problem
of the falsification of economic calculation under
inflationary conditions. All people begin to compre-
hend the phenomenon of illusory profits, the offshoot
of the great inflations of our age.

Failure to grasp the effects of inflation upon the
customary methods of computing profits originated
the modern concept of profiteering. An entrepreneur
is dubbed a profiteer if his profit and loss statement,
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calculated in terms of a currency subject to a rap-
idly progressing inflation, shows profits which other
people deem “excessive.” It has happened very often
in many countries that the profit and loss statement
of such a profiteer, when calculated in terns of a
non-inflated or less inflated currency, showed not
only no profit at all but considerable losses.

Even if we neglect for the sake of argument any
reference to the phenomenon of merely inflation-
induced illusory profits, it is obvious that the epithet
profiteer is the expression of an arbitrary judgment
of value. There is no other standard available for the
distinction between profiteering and earning fair
profits than that provided by the censor’s personal
envy and resentment.

It is strange indeed that an eminent logician, the
late L. Susan Stebbing, entirely failed to perceive the
issue involved. Professor Stebbing equated the con-
cept of profiteering to concepts which refer to a clear
distinction of such a nature that no sharp line can be
drawn between extremes. The distinction between
excess profits or profiteering, and “legitimate profits,”
she declared, is clear, although it is not a sharp dis-
tinction.* Now this distinction is clear only in refer-
ence to an act of legislation that defines the term
excess profits as used in its context. But this is not
what Stebbing had in mind. She explicitly empha-
sized that such legal definitions are made “in an
arbitrary manner for the practical purposes of ad-
ministration.” She used the term legitimate without
any reference to legal statutes and their definitions.
But is it permissible to employ the term legitimate
without reference to any standard from the point of
view of which the thing in question is to be consid-

*Cf. L. Susan Stebbing, Thinking to Some Purpose. (Pelican Books
A44), pages 185-187.
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ered as legitimate? And is there any other standard
available for the distinction between profiteering and
legitimate profits than one provided by personal
judgments of value?

Professor Stebbing referred to the famous acervus
and calvus arguments of the old logicians. Many
words are vague insofar as they apply to character-
istics which may be possessed in varying degrees. It
is impossible to draw a sharp line between those who
are bald and those who are not. It is impossible to
define precisely the concept of baldness. But what
Professor Stebbing failed to notice is that the char-
acteristic according to which people distinguish be-
tween those who are bald and those who are not is
open to a precise definition. It is the presence or the
absence of hair on the head of a person. This is a
_clear and unambiguous mark of which the presence
or absence is to be established by observation and
to be expressed by propositions about existence. What
is vague is merely the determination of the point at
which non-baldness turns into baldness. People may
disagree with regard to the determination of this
point. But their disagreement refers to the interpre-
tation of the convention that attaches a certain
meaning to the word baldness. No judgments of
value are implied. It may, of course, happen that the
difference of opinion is in a concrete case caused by
bias. But this is another thing.

The vagueness of words like bald is the same that
1s inherent in the indefinite numerals and pronouns.
Language needs such terms as for many purposes of
daily communication between men an exact arith-
metical establishment of quantities is superfluous
and too bothersome. Logicians are badly mistaken
in attempting to attach to such words whose vague-

~ness is intentional and serves definite purposes the



130 Planﬁing for Freedom

precision of the definite numerals. For an individual
who plans to visit Seattle the information that there
are many hotels in this city is sufficient. A committee
that plans to hold a convention in Seattle needs pre-
cise information about the number of hotel beds
available. _

Professor Stebbing’s error consisted in the con-
fusion of existential propositions with judgments of
value. Her unfamiliarity with the problems of eco-
nomics, which all her* otherwise valuable writings
display, led her astray. She would not have made
such a blunder in a field that was better known to
her. She would not have declared that there is a clear
distinction between an author’s “legitimate royalties”
and “illegitimate royalties.” She would have com-
prehended that the height of the royalties depends
on the public’s appreciation of a book and that an
observer who criticizes the height of royalties merely
expresses his personal judgment of value.

B. The Condemnation of Profit

1. Economics and the Abolition of Profit

Thése who spurn entrepreneurial profit as “un-
earned” mean that it is lucre unfairly withheld either
from the workers or from the consumers or from
both. Such is the idea underlying the alleged “right
to the whole produce of labor” and the Marxian
doctrine of exploitation. It can be said that most
governments—if not all—and the immense majority
of our contemporaries by and large endorse this
opinion although some of them are generous enough
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