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A Man Who Taught That Business Is
Solely For Profit

An associate, who was also a professor at a famous midwes-
tern university, was accustomed to tell, as a fit subject of amuse-
ment, the various answers his students gave to his questions: “Why
is a man or a company in business? What is the purpose?”

The answers, he would relate, were of all kinds: (1) to in-
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crease production; (2) to supply men with what they needed to
survive and to be comfortable; (3) to provide employment for
those who needed work; (4) to provide for self and have a surplus
for charity; (5) to devote one’s life to service for others; and a
surprising number of additional reasons for being in business.

The questioner was a self-made man and rugged individualist.
He was born on an unproductive farm in the south-central part
of the United States. As a boy he had rebelled against farm work
and the living conditions in his home. In defiance of parents he
had packed his few belongings and left for the “city”. Hard years
followed — of poverty, privation, disappointments. But these had
all been surmounted by hard labor, driving ambition and an iron
will. He was now a business “tycoon” with a large income and
great influence. If, as was often the case, he had wotked far into
the night at his regular business, it was nevertheless his invariable
practice to be at the university at seven the next morning on his
lecture days to teach a class in business problems. This teaching
activity was in a sense a labor of love. The money he received for
it was a small part of his income. But he had a “compulsion” to
teach to others what he had learned himself. And so he continued
to teach, despite the steady drain that it was on his strength; he
died before he was 50 years old. Obviously, he was a man of mixed
make-up; aggressive, but with a strong streak of idealism in him,
making him willing to exhaust himself to teach others whatever
he had learned that he considered of value,

This was the man who was asking the question: “What is the
purpose of business?” This was the man who was relating with
ridicule the type of answers which he was given. Then he would
bring his story to a climax by saying that he always told his class
of students: “The sole and only purpose for being in business is to
make a profit.”

How be reconciled to the fact that good business men concen-
trate intensely on making a profit, and without compunction express
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their objectives in those terms. Is there a connection here between
selfishness (the wish for profits) and success; and is there no con-
nection between idealism and success? Especially, if a man has
idealism about serving his neighbor, and thereby presumably show-
ing “brotherly love”, does that mean he is likely to be a failure in
business? Can a man, in fact, have his goal set solely on making
large profits, and still be serving his neighbor?

The problem can be stated in this manner: how reconcile the
objective of serving one’s neighbors with the objective of making
a profit?

It Is Maladroit To Say That
The Sole Purpose Of Business Is To Earn A Profit

Although the expression, The sole purpose of business is to
earn a profit, is an admirable and to-the-point formulation, it is
nevertheless an unfortunate one. We agree wholeheartedly with
the idea, but deplore the words in which it is expressd. It is very
maladroit, considering the way most people will interpret the state-
ment.

It will sound to them as if the speaker is shamefully selfish.
Many people will suspect that he aims to be successful at the ex-
pense of other people. It sounds almost as if a man who says, the
sole purpose of business is profit, is also in effect saying, the devil
take the hindmost, and what do I care about how anybody else
gets along. Actually, the expression, when used by a business man
who has a comprehension of the real business structure, does not
mean that he intends to get a profit from his business activities-
by means of exploiting other people, or by being indifferent to
their welfare. There will never be a profit, in a free economy, for
a business man who is indifferent about serving his fellow men.
In a free economy, the only road to profit is exclusively via the
road of service.

How then should the “idea” encased in the expression, the sole
purpose of business is to eatn a profit, be better formulated? This
is the way we would express the identical idea: the purpose of
business is to serve independent customers so well that they volun-
tarily and actively will wish to buy from you, which will be evi-
dence that they consider it is beneficial to them to do so, which in
turn means that your selling prices are in-line or low, that your
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quadlity is good, and that your product functions as well or better
than competitive products. Further, if after serving your custo-
mers so well, you still make a profit, then that is evidence, in a
free market for labor, that you are an efficient operator who knows
how to muster labor and material so well that there was a profit
left to you after paying the full market for material and labor.
Your profit was the evidence, assuming free markets, that you were
legitimately in business, that is, that you were genuinely efficient,
because only those efficient enough to survive under free competi-
tion are legitimately in business. People simply rewarded you with
a profit, because you were efficient in service to your fellow men;
and they rewarded you in proportion to that efficiency.

Surely, a business man wants a profit, for more than one
reason. He wants a profit from his personal self-regarding view-
point, just as everybody wants what he can honestly get. There is
nothing wrong about that. He wants a profit, too, because it sus-
tains his morale. He knows that if he does not make a profit, he
is, and will be known as, a blunderer in business. He does not wish
to have that reputation. The blunderers miscalculate, lose money,
go out of business.

Of course, none of the foregoing is true if there is not a free
market. The phenomenon of profit is not evidence of service and
efficiency when a society is either socialistic, communistic, or inter-
ventionistic; the “profits” of a business in such cases are controlled
by bureaucrats; they are sovereign, and not the consumer. But
where the free consumer is sovereign, and in a society where coer-
cion is prohibited (according to the Sixth Commandment of the
Decalogue), there profit is synonymous with superior service to
one’s fellows.

If anyone insists that that statement be qualified, then it
might be thus: profit in a free society is equivalent to service to
fellow-men, except in so far as fellow-men do not know their real
interests or lack vigor to act in a manner to attain them.

But, in any event, “consumers are sovereign.” They determine,
by buying from you or abstaining from buying from you, whether
you will be able to make a profit.

If there is anything in this world that is a reward for obeying
the Sixth Commandment (which broadly means, Thou shalt not
coerce) , then it is profit.
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Ludwig von Mises On The Present-Day Significance
Of Knowing Something About Economics

In an article in The Freeman (published by the Foundation
for Economic Education, August 1959) Ludwig von Mises has the
following to say about the present-day importance of reading eco-
nomic books and studying economic problems:

. what about the general reader, the man who does not
plan to specialize in economics because his strenuous involv-
ment in his business or in his profession does not leave him
the leisure to plunge into detailed economic analysis? .

To answer this question we have to take into account
the role that economic problems play in present-day polities.
All the political antagonisms and conflicts of our age turn
on economic issues.

It has not always been so. In the sixteenth and seven-
teenth centuries the controversies that split the peoples of
Western civilization into feuding parties were religious.
Protestantism stood against Catholicism, and within the
Protestant camp various interpretations of the Gospels begot
discord. In the eighteenth century and in a great part of the
nineteenth century constitutional conflicts prevailed in poli-
tics. The principles of royal absolutism and oligarchic gov-
ernment were resisted by liberalism (in the classical Euro-
pean meaning of the term) that advocated representative
government. In those days a man who wanted to take an
active part in the great issues of his age had to study seri-
ously the matter of these controversies. The sermons and
the books of the theologians of the age of the Reformation
were not reserved to esoteric circles of specialists, They were
eagerly absorbed by the whole educated public. Later the
writings of the foremost advocates of freedom were read by
all those who were not fully engrossed in the petty affairs
of their daily routine. Only boors neglected to inform them-
selves about the great problems that agitated the minds of
their contemporaries.

In our age the conflict between economic freedom as rep-
resented in the market economy and totalitarian government
omnipotence as realized by socialism is the paramount mat-
ter. All political controversies refer to these economic prob-
lems. Only the study of economics can tell a man what all
these conflicts mean, Nothing can be known about such mat-
ters as inflation, economic crises, unemployment, unionism,
protectionism, taxation, economic controls, and all similar
issues, that does not involve and presuppose economic analy-
sis. All the arguments advanced in favor of or against the
market economy and its opposites, mterventlonlsm or social-
ism (communism), are of an economic character. A man
who talks about these problems without having acquainted
himself with the fundamental ideas of economic theory is
simply a babbler who parrot-like repeats what he has picked
up incidentally from other fellows who are not better in-
formed than he himself. A citizen who casts his ballot with-
out having to the best of his abilities studied as much econo-
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mics as he can fails in his civic duties. He neglects using in
the appropriate way the power conferred upon him in giving
him the right to vote.

Unreasonable Requests Addressed To Union
Leaders That They Be Reasonable

Presently (August, 1959) there is a steel strike in the United
States. Negotiators for the employers, and many people — some
of whom speak for themselves and others who speak and write as
if they were authorized spokesmen for the “public” — call on the
negotiators representing the United Steelworkers of America to be
“reasonable”, that is, not to demand large wage increases and not
to strike, all for the alleged reason that the union should not con-
tribute further to the inflationism which has been continuing
steadily in the United States.

This request to be “reasonable”, addressed to the negotiators
and the members of United Steelworkers of America does not
appear, upon careful thought, to have real merit and it is hard to
see why the Union and its leadership should heed it.

Recently three men were riding back from lunch to an after-
noon meeting. The sales vice president of a heavy machinery com-
pany which consumes annually thousands of tons of steel was sit-
ting in the back seat, and he was talking about the strike. This is
what, in effect, he said: “I don’t see how anybody can expect a
favorable response from MacDonald [head of the United Steel-
workers of America] to a plea that he be ‘reasonable.” How long
could any labor leader expect to survive who does not fight hard,
using all means that the law allows, to get for his members every-
thing that he can? Every union head who expects to keep his job
must fight for all he can get, without paying any attention to
general conversation about inflationism. If he does not follow the
policy of getting what he can get, strike or no strike, he won’t last
long. Somebody else will get his job. When I imagine myself in
MacDonald’s position, I can’t think of myself doing anything
differently from what MacDonald is doing.”

These were approximately the words of a business man ad-
versely affected by the strike, and not the words of a union par-
tisan. This man was sincere in his thinking and speaking. What
he said appears to be sensible; it gets down to this: if the law per-
mits something to free men, they will surely do it if it is good for
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them or their group, even though it burts society generally. If
the law permits men to do what is wrong, but one man resists the
temptation to exercise the power which he has to do wrong, he will
be succeeded by someone who does not exercise that voluntary
self-restraint to be “reasonable”. When the law permits something,
competition among men will insure that whatever is permitted will
surely be done. If A will not do it because he is “reasonable”, then
B or C or D will be crowding hard to do whatever the law allows,
completely disrespectful of whether it is “reasonable”. It has al-
ways been that way, and it will always be that way.

MacDonald is a foolish man, if he does anything less than
the law allows. If there is something wrong, it may not be the
“reasonableness” of MacDonald or his United Steelworkers of
America union, but it may be the law of the land which says what
unions may or may not do; or, finally, it is poor enforcement of
laws which MacDonald and the union might be breaking. The
real trouble is not the lack of sweet reasonableness, but (1) the
law of the land or (2) its enforcement. The citizens of this coun-
try should address themselves to that, and omit ridiculous preach-
ment to MacDonald about “reasonableness.”

Similar Unreasonable Propositions
Addressed To Bankers By Themselves

When reading this article, the several things previously
written in Flirst Principles about money and banking should
be kept in mind. To assist the reader we shall restate a few
o{) 1them so that what follows will be more easily understand-
able.

There are various kinds of money, namely, metal money,
paper money, token money, fiat money, credit money. If a
bank extends credit to a customer, that means it supplies
purchasing power to customers; credit is therefore an ob-
vious substitute for money and has the same effect as regu-
lar money.

Secondly, under United States law (for the unwise pur-
pose of making money more plentiful), banks are permitted
to put out as much as five times as much new credit as their
gold reserves increase. This special privilege of the banks,
permitting them to “create” five times as much money as
they increase their gold supply, means that there is a terrific
leverage from changes in the gold supply, either up or down.

This five-fold leverage, which is “organized” into the
United States banking system, is the source of that system-
atic disorganization of business, which is known as the busi-
ness cycle, or booms and depressions. We are describing
phases of the process, as simply as possible, in a general
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analysis which indicates that there should be changes in the

money and banking laws of the country.

Bankers have sometimes admonished themselves, just as moral-
ists sometimes admonish labor union leaders. Such bankers ad-
monish themselves in this vein:

We should, of course, make all the loans to business
that we can. That is our function. The money to make
these loans comes in part (1) from our capital and from
savings deposited with us or from balances left by de-
positors in their checking accounts; and in part (2) from
fiat credit — credit which we “create” as out of thin air
— resulting from our special privilege which permits us to
manufacture credits in the amount of five times any in-
crease in our gold reserves; if we get $1,000 more of gold
(which we will deposit as additional reserve with our
Federal Reserve Bank), then we may — if we wish — in-
crease our loans $5,000.

Our problem is to make as much money as we safely
can. We, therefore, want to loan pretty freely. If we
get more gold, we must put that resource to work as soon
as possible by loaning (or investing) five times as much.
If we do not do that, then the business will go to com-
petitors. They will expand their loans — credits which
they make available to borrowers — more than we will.
They will make a bigger profit than we will make. We
will appear to be unsuccessful bankers and they will ap-
pear to be much more competent. But we must be careful
not to increase our loans too much. We should not in-
crease them so that we overdo it. We must exercise self-
restraint, too.

This is exactly the same kind of “solution” to banking problems
as would be applied to labor problems today, if we permit pro-
posed labor reforms to be nothing more than to tell labor union
leaders to be better men and to let the laber lawws stand unchanged
—labor laws which permit labor leaders to do these very things
that are bad.

The trouble with the banking situation is that the laws gov-
erning banking are as deficient as the laws governing labor unions.
They are both, in fact, intolerable.
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The Remorse Of Big Bankers In 1908

As we have reported earlier (in the November 1957 issue),
many years ago the writer had occasion to go to the local Federal
Reserve Bank, to ask permission to examine certain old financial
magazines. He wished to read them as far back as the year 1900.
He had tried other libraries first and had been told that the maga-
zines, if available at all, would be in the library of the Federal
Reserve Bank. Upon inquity at the bank, he was readily accom-

modated, except that none of the publications were available prior
to 1908.

The year 1908 was the year following the banking panic of
1907, a year in which the banks had been unable to meet their
obligations and many of them had failed. Those who survived had

done so by creating a temporary money, known as Clearing House
Certificates.

The magazines in question were in 1908 full of honest and
upright self-examinations, confessions and self-incriminations, by
bankers. Some of the articles in the magazines were written by
outstanding bankers of that day. Or the articles told about some
conference of bankers at which several had made speeches analyz-
ing why the financial disaster of 1907 had occurred. With obvious
sincerity they all blamed themselves. This in effect is what they
said:

We loaned too much. We extended too much credit.
We should have exercised more self-control. If only we had
not loaned so much, there would not have been a depres-
sion, much less a crisis, and certainly no panic. We made
a mistake. We ought never to make the same mistake
again,

Their sincerity about all this was obvious, and they were as
contrite as a sinner coming down “the sawdust trail.”

But they did not, in the articles we read, condemn the system
under which they had operated. They condemned themselves only.
That was good as far as it went, but it did not go far enough.
They should have been more fundamental in their condemnation,
namely, they should have condemned the basic premises of the
banking system under which they had been operating.








































































