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IDEAS ON LIBERTY (May 1955) published by the Foundation
for Economic Education , Inc., Irvi ngton, NY 10533
harm rather than good in certain
acts of government, he is obligated
to try his best to explain to others
who advocate those measures why
such compulsory means cannot

Inequality Of Wealth And Incomes

bring the ends which even they desire.
The libertarian's goal is friendship and peace with his neighbors
at home and abroad.

Ludwig von Mises
Where there is a lower degree of inequality in wealth,
there is also a lower average standard of living

It is not the difference in taste between individuals that Libertarians object to, but the forcing of one's tastes upon another. CHARLES T. SPRADING

THE

MARKET ECONOMY- capitalism - is based on private ownership of the material means of
production and private entrepreneurship. The consum~rs by their
buying or abstention from buying
ultimately determine what should
be produced and in what quantity
and quality. They render profitable the. affairs of those businessmen who best comply with their
wishes and unprofitable the affairs
of those who do not produce what
they are asking for most urgently.
Profits convey cont rol of the factors of production into the hands
of those who are employing them
for the best possible satisfaction
of the most urgent needs of th e
consumers, and losses withdraw
them from the control of the inefficient businessmen. In a market
economy not sabotaged by the government the owners of property
are mandatories of the consumers
as it were. On the market a daily
repeated plebiscite determines who
should own and how much. It is the
consumers who make some people
rich and other people penniless.

The idea of governing by force another man, who I believe to be my equal
in the sight of God, is repugnant to me. I do not want to do it. I do not want
any one to govern me by any kind of force. I am a r easoning being, and I only
need to be shown what is best for me, when I will take that course or do that
thing simply because it is best, and so will you. I do not believe that a soul
was ever forced toward anything except toward ruin.
Liberty for the few is not liberty. Liberty for me and slaver y for you
means slavery for both. SAMUEL l\1, JONES

The institutions of civil liberty leave each man to run his career in life
in his own way, only guaranteeing to him that whatever he does in the way
of industry, economy, prudence, sound judgment, etc., shall redound to his
welfare and shall not be diverted to someone else's benefit. Of course it is a
necessary corollary that each man shall also bear the penalty of his own vices
and his own mistakes.
We are told what fine things would happen if every one of us would go and
do something for the welfare of somebody else; but why not contemplate also
the immense gain which would ·ensue if everybody would do something for
himself?
Wherever collective standards, codes, ideals, and motives take the place
of individual responsibility, we know from ample experience t hat the spontaneity and independent responsibility which are essential to moral vigor are
s ure to be lost. WILLIAM GRAHAM SUMNER
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Inequality of wealth and income
is an essential f eature of the market economy. It is the implement
that makes the consumers supreme
in giving them the power to force
all those engaged in production to
comply with their orders. It forces
all those engaged in production to
th e utmost exertion in the service
of the consumers. It makes competition work. He who best serves
the consumers profits most and accumulates riches.
In a society of the type that
Ferguson, Saint Simon and Herbert Spencer called militaristic and
present-day Americans call feudal,
private property of land was the
fruit of violent usurpation or of
donations on the part of the conquering warlord. Some people
own ed more, some less and some
nothing because the chieftain had
determined it that way. In such a
society it was correct to assert that
the abundance of the great landowners was the corollary of the
indigence of the landless. But it is
different in a market economy.
Bigness in business does not im-
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pair, but improves the conditions
of the rest of the people. The millionaires are acquiring their fortunes in supplying the many with
articles that were previously beyond their reach. If laws had prevented them from getting rich, the
average American household would
have to forego many of the gadgets
and facilities that are today its
normal equipment. This country
enjoys the highest standard of
living ever known in history because for several generations no
attempts were made toward "equalization" and "redistribution." Inequality of wealth and incomes is
the cause of the masses' well-being,
not the cause of anybody's distress.
Where there is a "lower degree of
inequality," there is necessarily a
lower standard of living of the
masses.
of the demagogues
inequality in what they call the
"distribution" of wealth and incomes is in itself the worst of all
evils. Justice would require an
equal distribution. It is therefore
both fair and expedient to confiscate the surplus of the rich or at
least a considerable part of it and
to give it to those who own less.
This philosophy tacitly presupposes that such a policy will not
impair the total quantity produced.
But even if this were true, the
amount added to the average man's

IN THE OPINION

that they advocated them only because "they necessitate further inroads" upon the capitalist social
order and are "unavoidable as a
means of entirely revolutionizing
the mode of production," i.e., as a
means of bringing about socialism.
But it is quite a different thing
when these measures which Marx
and Engels characterized as "economically untenable" are recommended by people who pretend that
they want to preserve the market
economy and economic freedom.
These self-styled middle-of-theroad politicians are either hypocrites who want to bring about
socialism by deceiving the people
about their real intentions, or they
are ignoramuses who do not know
what they are talking about. For
progressive taxes upon incomes
and upon estates are incompatible
with the preservation of the market economy.
The middle-of-the-road man argues this way: There is no reason
why a businessman should slacken
in the best conduct of his affairs
only because he knows that his
profits will not enrich him but will
benefit all people. Even if he is not
an altruist who does not care for
lucre and unselfishly toils for the
common weal, he will have no motive to prefer a less efficient performance of his activities to a
more efficient. It is not true, that
the only incentive that impels the

buying power would be much
smaller than extravagant popular
illusions assume. In fact the luxury
of the rich absorbs only a slight
fraction of the nation's total consumption. The much greater part
of the rich men's incomes is not
spent for consumption, but saved
and invested. It is precisely this
that accounts for the accumulation
of their great fortunes. If the
funds which the successful businessmen would have ploughed back
into productive employments are
used by the state for current expenditure or given to people who
consume them, the further accumulation of capital is slowed down or
entirely stopped. Then there is no
longer any question of economic
improvement, technological progress and a trend toward higher
average standards of living.
When Marx and Engels in the
C01nmunist Manifesto recommended "a heavy progressive or
graduated income tax" and "abolition of all right of inheritance"
as measures "to wrest, by degrees,
all capital from the bourgeoisie,"
they were consistent from the
point of view of the ultimate end
they were aiming at, viz., the substitution of socialism for the market economy. They were fully
aware of the inevitable consequences of these policies. They
openly declared that these measures
are "economically untenable" and
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great captains of industry is acquisitiveness. They are no less
driven by the ambition to bring
their products to perfection.
This argumentation entirely
misses the point. What matters is
not the behavior of the entrepreneurs but the supremacy of the
consumers. We may take it for
granted that the businessmen will
be eager to serve the consumers
to the best of their abilities even
if they themselves do not derive
any advantage from their zeal and
application. They will accomplish
what according to their opinion
best serves the consumers. But
then it will no longer be the consumers that determine what they
have to get. They will have to take
what the businessmen believe is
best for them. Not the consumers,
but the entrepreneurs will be supreme. The consumers will no
longer have the power to entrust
control of production to those businessmen whose products they like
most and to relegate those whose
products they appreciate less to a
more modest position in the system. If the present American laws
concerning the taxation of the
profits of corporations, the incomes
of individuals and inheritances had
been introduced about sixty years
ago, all those new products whose
consumption has raised the standard of living of the "common man"
would either not be produced at all
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or only in small quantities for the
benefit of a mino1·ity. The Ford
enterprises would not exist if
Henry Ford's profits had been
taxed away as soon as they came
into being. The business structure
of 1895 would have been preserved.
The accumulation of new capital
would have ceased or at least
slowed down considerably. The expansion of production would lag
behind the increase of population.
There is no need to expatiate about
the effects of such a state of affairs.
Profit and loss tell the entrepreneur what the consumers are asking for most urgently. And only
the profits the entrepreneur pockets enable him to adjust his activities to the demand of the
consumers. If the profits are expropriated, he is prevented from
complying with the directives
given by the consumers. Then the
market economy is deprived of its
steering wheel. It becomes a senseless jumble.
consume only what
has been pr oduced. The great problem of our age is precisely this :
Who should det ermine what is to
be produced and consumed, the
people or the State, the consumers
themselves or a paternal government? If one decides in favor of
the consumers, one chooses the
market economy. If one decides in
favor of the government, one

PEoPLE CAN

chooses socialism. There is no
third solution. The determination
of the purpose for which each unit
of the various factors of production is to be employed cannot be
divided.
The supremacy of the consumers
consists in their power to hand
over control of the material factors
of production and thereby the conduct of production activities to
those who serve them in the most
efficient way. This implies inequality of wealth and incomes. If one
wants to do away with inequality
of wealth and incomes, one must
abandon capitalism and adopt socialism. (The question whether any
socialist system would really give
income equality must be left to an
analysis of socialism.)
But, say the middle-of-the-road
enthusiasts, we do not want to
abolish inequality altogether. We
want merely to substitute a lower
degree of inequality for a higher
degree.
These people look upon inequality as upon an evil. They do not
assert that a definite degree of inequality which can be exactly determined by a judgment free of
any arbitrariness and personal
evaluation is good and has to be
preserved unconditionally. They,
on the contrary, declare inequality
in itself as bad and merely contend
that a lower degree of it is a lesser
evil than a higher degree in the
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same sense in which a smaller
quantity of poison in a ma n's body
is a lesser evil than a la r ger dose.
But if this is so, then there is logically in their doctrine no point at
which the endeavors toward equalization would have to stop. It is just
a matter of personal judgments of
value, quite arbitrary, differ ent
with different people and changing
in the passing of time, whether
one has already reached a degree
of inequality which is to be considered as low enough and beyond
which it is not necessary to embark
upon further measures toward
equalization. As these champions
of equalization appraise confiscation and "redistribution" as a policy harming only a minority, viz.,
those whom they consider to be
"too" rich, and benefiting the rest
-the majority- of the people,
they cannot oppose any tenable
argument to those who are asking
for more of this allegedly beneficial policy. As long as any degree
of inequality is left, there will always be people whom envy impels
to press for a continuation of the
equalization policy. Nothing can
be advanced against their inference: If inequality of wealth and
incomes is an evil, there is no reason to acquiesce in any degree of
it, however low; equalization must
not stop before it has completely
leveled all individuals' wealth and
incomes.
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The history of the taxation of
profits, incomes and es tates in all
countries clearly shows tha t once
the principle of equalization is
adopted, there is no point at which
the furth er progress of the policy
of equalization can be checked. If,
at the time the Sixteenth Amendment was adopted, somebocly had
pr edicted that some years lat er the
income tax progress ion would
r each the height it has r eally attained in our day, the advocates
of the Amendment would have
called him a lunatic. It is certain
that only a small minority in Congress will seriously oppose furth er
sharpening of the progr essive element in the tax rate scales if s uch
a sharpening should be suggested
by the Administration or by a
congressman anxious t o enhance
his chances for re-election. For under the S\vay of the doctrines
taught by contemporary pseudoeconomists, but for a few r easonable men all people beli eve tha t
they are injured by the mere f act
th at their own income is smaller
th an that of other people and that
it is not a bad policy to confiscate
this difference.

TnERE

IS no use in f ooling ourselves. Our present taxation policy
is headed toward a complete equalization of wealth and incomes and
thereby toward socialism. This
trend can be reversed only by the
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cognition of the role that profit their own standard of living and
and loss and the resulting inequal- ' vice versa. They must r ealize that
ity of wealth and incomes play in bigness in business is not an evil,
the operation of the market econ- but both the cause and effect of
omy. P eople must learn that the the fact that they themselves enaccumulation of wealth by the sue- joy all those amenities whose encessful conduct of business is the joyment is called the "American
corollary of the improvement . of way of life."
Ludwig von Mlses Is VIsiting Professor of Economics at New York University.

THE FUNCTION OF THE ENTREPRENEUR
The real entrepreneur is a speculator, a man eager to utilize his opinion
about the future structure of the market for business operations promising
profits. This specific anticipative understanding of the conditions of the uncertain future defies any rules and systematization. It can be neither taught
nor learned. If it were different, everybody could embark upon entrepreneurship with the same prospect of success. What distinguishes the successful
enterpreneur and promoter from other people is precisely the fact that he does
not let himself be guided by what was and is, but arranges his affairs on the
ground of his opinion about the future. He sees the past and the present as
other people do; but he judges the future in a different way. In his actions he
is directed by an opinion about the future which deviates from those held by
the crowd •••• He trusts his own ability to understandtfuture market conditions better than his less gifted fellow men.
The entrepreneurial function, the striving of entrepreneurs after profits,
is the driving power in the market economy. Profit and loss are the devices by
means of which the consumers exercise their supremacy on the market. The
behavior of the consumers makes profits and losses appear and thereby shifts
ownership of the means of production from the hands of the less efficient into
those of the more efficient. It makes a man the more influential in the direction
of business activities the better he succeeds in serving the consumers. In the
absence of profit and loss the entrepreneurs would not know what the most
urgent needs of the consumers are. If some entrepreneurs were to guess it,
they would lack the means to adjust production accordingly.
Profit-seeking business is subject to the sovereignty of the consumers,
while nonprofit institutions are sovereign unto themselves and not responsible
to the public. Production for profit is necessarily production for use, as profits
can only be earned by providing the consumers with those things they most
urgently want to use. LUDWIG VON MISES, "Human Action"
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Letters
one of the most effective forms of
communication is a thoughtful letter written to a person in answer to his own question.
The staff members of the Foundation for Economic
Education write thousands of such letters each year.
Some of these are, in effect, short articles on "general
interest" subjects not ~ully covered in previous FEE
publications.
A selection of these letter s - slightly edited to
eliminate extrf.neous references - will be published
in this section from time to time.
UNQUESTIONABLY,

Causes of Depressions
Dear Mr. H:
To help in answering your question about the causes of depressions, copies of several articles are
being sent to you under separat e
cover. Perhaps the most extens ive
and thorough study of the subject
has been made by Dr. Ludwig von
Mises, and you will find a copy
of one of his speeches, Economic
Planning, in the package. If you are
interested in pursuing this subject
further, I would suggest that you
t ake a look at his major work,
H1tman Action (Yale University
Press, 1949), especially Chapter
XX, which deals with " Interest,
Credit Expansion and t he Trade
Cycle." Meanwhile, I shall attempt
a few brief words of explanation
on this subject, myself.
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All persons make mistakes from
time to time. No person is omniscient. No one can foresee with absolute certainty new inventions or
discoveries which will make past
methods and products obsolete.
Everyone may make mistakes in
judgment. Probably many persons
bought buggies, in t he belief that
the horseless carriage was just a
passi ng fancy. An individual who
buys a black-and-white television
set today gambles on the possibility that color television will not become available commercially until h e has received his "money's
worth" from his purchase.
Businessmen make mistakes too.
Because world conditions are everchanging- are in a constant state
of flux- businessmen must make
decisions every day. And every decision results in action which may

