

[image: Front Cover of In Defense of Capitalism]




“One of the most important books in decades defending capitalism. Well researched and well written, it not only makes the case for free markets but also demolishes Thomas Piketty’s much publicized tract trashing capitalism. Adam Smith would have been impressed—and proud.”


STEVE FORBES, CHAIRMAN AND EDITOR-IN-CHIEF OF FORBES MEDIA


“Supporters of capitalism should keep a copy of In Defense of Capitalism close at hand wherever they are. Historian Rainer Zitelmann’s new book is full of interesting and convincing arguments that will not only make the reader understand that capitalism is the greatest invention in human history, but also equip them to counter the negative arguments against it. The many myths critical of capitalism are refuted with a wealth of facts and cogent arguments that the critics will not be able to effectively answer. Anyone who wants to know the truth about capitalism should read this book.”


JOHN MACKEY, WHOLE FOODS MARKETS FOUNDER


“Capitalism has long been defined by its enemies. They mischaracterize it as cronyism, when the true logic of capitalism brings an end to unearned privileges and offers opportunities for all. This new book by Rainer Zitelmann answers a critical need, especially as illiberal politicians now blame capitalism for the misery they themselves created through interventionist economic policies. People all over the world need to stand up for capitalism as an engine of innovation and of rising living standards for all. Let us be grateful that In Defense of Capitalism provides a thorough review of the facts that make our case.”


BRAD LIPS, CEO ATLAS NETWORK


“There are dozens of fashionable anti-capitalist platitudes which have reached the status of conventional wisdoms. Even though these are all profoundly wrong and ill-informed, some of them can be amazingly hard to counter in a debate, because anti-capitalists have a tendency to talk in clichés, soundbites, abstractions and assertions, which are difficult to engage with in a rational way. As a result, they all too often go unchallenged, which further cements the anti-capitalist intellectual hegemony. In this book, Zitelmann provides the perfect antidote.”


KRISTIAN NIEMIETZ, HEAD OF POLITICAL ECONOMY, INSTITUTE FOR ECONOMIC AFFAIRS LONDON


“For well over 100 years people have been emigrating away from socialism to countries where there is more economic freedom and entrepreneurial opportunity. To capitalism, in other words. Even the Berlin Wall was not an airtight Venus flytrap for the East German socialists. Chances are, however, that you were taught the opposite in school—that capitalism is the source of virtually all human misery including poverty, pollution, war, and even fascism. In his book In Defense of Capitalism Rainer Zitelmann exposes the myths and superstitions that you were taught in school and provides you with a scholarly yet eminently readable explanation of economic reality. It is socialism that is the real ideological opiate of the masses that has caused the greatest miseries the world has known, as generations of immigrants have demonstrated by ‘voting with their feet’ (for capitalism and against socialism).”


PROFESSOR THOMAS DILORENZO, SENIOR FELLOW, LUDWIG VON MISES INSTITUTE, AND AUTHOR OF HOW CAPITALISM SAVED AMERICA AND THE PROBLEM WITH SOCIALISM


“Rainer Zitelmann is already well known for his well-informed defence of capitalism and wealth accumulation. In this book, he uses international opinion poll data to understand different countries’ attitudes to capitalism and get inside the mind of anti-capitalists. From there he takes on ten of the most common misconceptions about capitalism and overcomes them with a powerful blend of arguments and hard facts.”


EAMONN BUTLER, DIRECTOR ADAM SMITH INSTITUTE LONDON


“Grab a pint with your friends and have a chat over current affairs. The chances are that if one of your friends talks about ‘capitalism’ (or ‘neoliberalism,’ for that matter), they are using the word as a short-cut for the status quo, and all that’s wrong with it. In this remarkable book, Rainer Zitelmann clears the confusion: capitalism doesn’t create poverty nor foreshadows war. Quite the contrary, actually.


Common misconceptions about capitalism are rooted less in empirical evidence than in the widespread hostility of intellectuals for an economic system which does not require their enlightened leadership to flourish. Zitelmann does not engage in the description of an ideal capitalism, but presents capitalism as it exists in our world. In capitalist economies, to a certain extent, common people have to decide their own economic future. Unleashing the ordinary person’s economic liberty, even if done very partially, tends to produce more wealth and improves the lot of most individuals way better than most elaborate government plans by Economics PhDs.”


PROFESSOR ALBERTO MINGARDI, DIRECTOR GENERAL, ISTITUTO BRUNO LEONI, MILAN
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PREFACE


IN THE PUBLIC MIND, capitalism is associated with everything that has gone wrong with the world. For many, and not just adherents to the political religion of anti-capitalism, the word itself is synonymous with the ultimate evil. Wherever you look, capitalism does not seem to have many friends or allies—despite the fact that it has been the most successful economic system in human history.


The greatest trick anti-capitalists have pulled is to compare the real-world system under which we live with an ideal of the perfect world of their dreams, an ideal that does not and has never existed anywhere in the world. Anti-capitalists rely on the fact that most people know little about history and the extreme poverty and inhumane circumstances our ancestors lived in before capitalism emerged. And they know that most people today will have learned very little from their teachers at school or university about the cruel and callous conditions under socialism.


Finally, they paint the future in the blackest colors, whereby they attribute every problem and crisis not to failures of the state, but to alleged deficiencies in the market. And the fact that every single anti-capitalist system without exception has ended in failure is an argument socialists are not willing to accept. They always have a response ready—That was not “true” socialism at all!—and confidently insinuate that, after 100 years of failed socialist experiments, they have finally found the right recipe to make socialism work after all.


In essence, capitalism is an economic system, based on private ownership and competition, whereby companies themselves are free to determine what and how much they produce, aided in their decisions by the prices set by the market. The central roles in capitalist economies are played by entrepreneurs who serve to develop new products and discover new market opportunities, and consumers whose individual purchasing decisions ultimately determine the success or failure of the entrepreneur.1 At its heart, capitalism is an entrepreneurial economic system. In fact, “entrepreneurial economics” would be the most appropriate term to describe it.


Under socialism, in contrast, state ownership dominates, and there are neither real competition nor real prices. Above all, there is no entrepreneurship. What products are produced and in what quantity is determined by centralized state planning authorities, not by private entrepreneurs.


But, neither of these systems exists in its purest form anywhere. In reality, all economic systems are mixed systems. Under socialist systems in the real world, there was and is limited private ownership of capital goods and the means of production and traces of free market economics (otherwise they would have collapsed much sooner). And in modern capitalist countries, there are numerous components of socialism and planned economy (which often hinder the functioning of the market economy and distort its results accordingly).


In my book, The Power of Capitalism, I developed a “theory” that I now call the “Test Tube Theory.” It is less a theory and more a metaphor that can be used to better understand historical developments: Imagine a test tube containing the elements of state and market, socialism and capitalism. Then add more market to this test tube, as the Chinese have been doing since the 1980s. What do we observe? A decrease in poverty and an increase in prosperity. Or put more state into the test tube, as the socialists have been doing in Venezuela since 1999. What happens then? More poverty and less prosperity.


All over the world, we see this struggle of opposites: Market versus state, capitalism versus socialism. This is a dialectical contradiction, and the development of a country—whether it experiences more or less prosperity—depends on the development of the ratio between market and state. While in the 1980s and 1990s, we saw a strengthening of market forces in many countries (Deng Xiaoping in China, Margaret Thatcher and Ronald Reagan in Great Britain and the United States, reforms in Sweden and in the early 2000s in Germany), today it is the other side—the state—that seems to be gaining the upper hand in many countries. At the level of ideas, anti-capitalism has come back into fashion and is increasingly shaping the thinking of a new generation of journalists and politicians.


As I have toured the world, promoting The Power of Capitalism, I have frequently been asked questions that I did not deal with in that book, such as: What about environmental degradation? Or: Aren’t human values lost in capitalism, and doesn’t everything else ultimately play second fiddle to the pursuit of profit? Is there not a fundamental contradiction between democracy and capitalism? After all, when we look at the United States, people ask, isn’t it clear that it is not the majority of voters but big money that determines political outcomes? What about the gap between the rich and the poor, which, as the media constantly reports, is continuously widening? And what do you say about global monopolies, such as Google and Facebook, which are becoming more and more powerful? Isn’t capitalism to blame for military conflicts all around the world, and hasn’t it produced terrible dictatorships—including Hitler’s National Socialist regime in Germany? Finally, people who doubt or despair of capitalism ask: Shouldn’t we try alternatives to capitalism? These, then, are some of the questions I address in this book.


As you read through the chapters that follow, you will soon realize that I do not argue on a theoretical level. Opponents of capitalism love to discuss theories because they know that in conceptual discussions, it is not always so easy to decide who is right and who is wrong and because they enjoy soaring to the heights of abstraction. For most people, however, theories and abstract economic models are too intangible and difficult to understand. That is the first drawback. The second, which is even more serious is: Some theories are seductive because they are consistent with what we think we know, with our preconceptions about the world. If they are coherent, engagingly formulated, well presented, and, above all, consistent with what we think we already know, they exert great appeal. I think it is more important to first ascertain whether the facts on which a theory is based are really true. And that is the sore point with the theories promoted by anti-capitalists: They do not fit with historical facts; they simply reinforce our biases about the world.


Some advocates of capitalism also like to discuss economic models. I have nothing against that, and such models have their justification. However, I think it makes far more sense to discuss historical facts rather than engage in a debate on theoretical models before deciding who is right.


In this book, I have adopted the following approach: In Part A, I focus in detail on the arguments repeatedly leveled against capitalism. In the middle section, Part B, I deal with the question of alternatives to capitalism. Socialism always looks good on paper—except when that paper is in a history book.


The third section of this book, Part C, is about popular perceptions of capitalism. Perhaps you have already read Steven Pinker’s Enlightenment Now!, or Hans Rosling’s Factfulness? I was fascinated by these books because they prove how wrong most people are when they believe that everything was better in the past and that the whole world is getting worse. There is a striking contradiction between survey data about how most people perceive the world around them and the facts. The same applies to people’s opinions on capitalism, where there is a sharp divergence between the historical and economic facts on the one hand and people’s perceptions on the other. I know this because, in a large-scale, international research project, I asked people in 21 countries what they thought about capitalism.


The primary purpose of this book is not to engage with other scholars, but to challenge popular opinions about capitalism. Nevertheless, in some chapters, I do directly address the arguments put forward by a number of prominent anti-capitalist intellectuals—such as Thomas Piketty, Naomi Klein and Noam Chomsky—and in books and articles written by scholars who are critical of capitalism. I do this primarily when I believe that their theses have now found acceptance among broader sections of the general public. Of course, most people who hold anti-capitalist opinions have never read the works of Karl Marx or the modern critics of capitalism. But many of their theses—imparted by the media, universities and schools—have found their way into the general consciousness and are even regarded, at least in part, as received wisdom, despite containing numerous errors.


You will also see that while some of these theses might appear to be quite new and innovative (e.g., the critique of consumption), they are actually much older. While the arguments put forward in support of anti-consumerism may have changed—at times, the movement was concerned about the destruction of culture, then the alleged dangers of “alienated consumption,” now it is climate change—the target has always remained the same: capitalism. The constantly shifting reasoning of anti-consumerists would suggest that the rationale is not as important as the actual target. Some anti-capitalists, including Naomi Klein, have even openly admitted that they only became interested in issues such as climate change when they discovered that this issue was a new and effective weapon in the fight against the one thing they detested above all: capitalism.


Critics will probably accuse me of “one-sidedness.” This is because a large number of the facts and arguments I present in this book will challenge many of the “truths” about the world that most people have come to believe. It will also contradict the narrative that is peddled by large sections of the media (I will come to that in a moment).


And that is why a prerequisite for reading this book is an openness to facts that may challenge your view of the world. In our international survey, we presented respondents in 21 countries with 18 statements to ascertain their opinions on capitalism. One statement that elicited little agreement was that capitalism has improved conditions for ordinary people in many countries around the world—far more respondents believe that capitalism is responsible for hunger and poverty. The figures I present in Chapter 1 of this book clearly show that exactly the opposite is the case.


In relation to hunger and poverty, however, it is very difficult to have a fact-based discussion. The more emotionally charged a topic is, the less willing people are to accept empirical data that contradict their own opinions, a fact that has been repeatedly confirmed by scientific experiments and studies. For example, in a series of almost identical representative surveys over the last three decades, researchers gave respondents a sheet of paper with a picture and a speech bubble and presented them with the following scenario: “I would now like to tell you about an incident that happened the other day at a panel discussion about [then followed various topics such as genetic engineering, climate change, nuclear energy, air pollution, etc., all of which are emotionally polarizing]. Experts were talking about the risks and the latest developments in the field. Suddenly, an audience member jumps up and shouts something to the panelists and the audience.”


The researchers then asked respondents to look at the person and the speech bubble on the paper that contained the words, “What do I care about numbers and statistics in this context? How can you even talk so coldly when the survival of mankind and our planet is at stake?” Below the speech bubble was a question: “Would you say this person is right or wrong?” This question was repeatedly asked over a period of 27 years in 15 different representative surveys on a variety of highly emotive and controversial topics. Invariably, the majority of respondents agreed with the heckler who was not interested in the facts. On average, 54.8 percent said the fact-resistant heckler was right, only 23.4 percent disagreed.2


In writing this book, I am in no way interested in adopting an artificial “centrist” position or accommodating the mistaken opinions of large numbers of people when the facts are undisputable. That said, given the hundreds of books that have been written to denounce capitalism, there would certainly be nothing wrong with writing a book in its defense. In any court case, the defendant is always allowed a defense attorney. The judge—in this case that is you, dear reader—arrives at a judgment only once all of the facts have been presented. In this case, that includes the facts in favor of capitalism. A trial in which there is no defense and the prosecutor and judge are in cahoots is a show trial. Unfortunately, the debate on capitalism more often than not resembles a show trial rather than a fair trial.


I was very impressed by the clear and simple terms employed to defend the market economy used by my friend Professor Weiying Zhang, a renowned economist at Peking University. I have included his paper, which you will find on pages 350–370. For readers who have not yet studied the topic of capitalism in any depth, I recommend reading this chapter first—as soon as you have finished this preface—rather than saving it until the very end.


Finally, I would like to thank the scholars and friends who helped me with their encouragement and critical comments on this book. Some have read individual chapters, others the whole manuscript. My thanks go to Prof. Jörg Baberowski, Dr. Daniel Bultmann, Prof. Jürgen W. Falter, Prof. Thomas Hecken, Dr. Christian Hiller von Gaertringen, Dr. Helmut Knepel, Prof. Eckhard Jesse, Prof. Hans Mathias Kepplinger, Prof. Wolfgang König, Dr. Gerd Kommer, Prof. Stefan Kooths, Prof. Wolfgang Michalka, Reinhard Mohr, Dr. Kristian Niemietz, Prof. Werner Plumpe, Prof. Martin Rhonheimer, Prof. Walter Scheidel, Prof. Hermann Simon, Prof. Frank Trentmann, Prof. Bernd-Jürgen Wendt, and Prof. Erich Weede.


My special thanks go to Dr. Thomas Petersen of the Allensbach Institute, who steered the international research project over many months, and to my friend Ansgar Graw, who again brought his skills to bear in expertly editing this book.





PART A


THE TEN GREATEST ANTI-CAPITALIST FALLACIES





1


“CAPITALISM IS RESPONSIBLE FOR HUNGER AND POVERTY”


CAPITALISM IS OFTEN BLAMED for hunger and poverty in the world. What do you think? Has the share of the global population living in poverty decreased, increased or stayed the same over the past few decades?


In 2016, 26,000 people in 24 countries were asked for their opinions on the growth of absolute poverty over the last 20 years. Only 13 percent of respondents believed that the poverty rate had decreased. In contrast, 70 percent believed that the poverty rate had increased. This misperception was particularly strong in industrial countries: In Germany, for example, only 8 percent of respondents believed that the proportion of people living in absolute poverty around the world had fallen. A study conducted by Ipsos MORI in 2017 came to a similar conclusion. Accordingly, only 11 percent of respondents in Germany were convinced that absolute poverty had decreased globally, compared with 49 percent of Chinese interviewees.3 Absolute poverty is defined with reference to the cost of a basket of essential goods and services. Anyone who cannot acquire this basket of goods is considered to be poor in “absolute” terms.4


Before capitalism emerged, most people in the world were living in extreme poverty. In 1820 around 90 percent of the global population was living in absolute poverty. Today, the figure is less than 10 percent. And most remarkably: In recent decades, since the end of communism in China and other countries, the decline in poverty has accelerated to a pace unmatched in any previous period of human history. In 1981, the absolute poverty rate was 42.7 percent; by 2000, it had fallen to 27.8 percent, and in 2021 it was below 10 percent.5


It is this main trend, which has persisted for decades, that is crucial. It is true—contrary to the original expectations of the World Bank, which compiles these data—that poverty has risen again over the last couple of years. But this is largely a result of the global Covid-19 pandemic and the war in Ukraine, which have exacerbated the situation in countries where poverty was already relatively high.


Other long-term trends also provide cause for encouragement. For instance, the number of children in child labor around the world has dropped significantly, falling from 246 million in 2000 to 160 million twenty years later in 2020.6 And this decline is despite the fact that the global population increased from 6.1 to 7.8 billion over the same period.


To understand the issue of poverty, we need to look at history. Many people believe that capitalism is the root cause of global poverty and starvation. They have a completely unrealistic image of the pre-capitalist era. Johan Norberg, the author of Progress, was himself an anti-capitalist in his youth. However, he admits he had never really thought about the way people lived before the Industrial Revolution: “I had thought of it more in terms of a modern excursion into the countryside.”7 And Sahra Wagenknecht, the prominent German left-wing politician, writes that people had “no doubt lived in austerity” before capitalism, but she glorifies such conditions as contributing to a “far quieter, nature-loving life, integrated into cohesive communities” that was “positively idyllic” compared to capitalism.8


In his famous work on the condition of the working class in England, Frederick Engels denounced working conditions under early capitalism in the most drastic terms and painted an idyllic picture of home workers before machine labor and capitalism came along to destroy this beautiful life: “So the workers vegetated throughout a passably comfortable existence, leading a righteous and peaceful life in all piety and probity; and their material position was far better than that of their successors. They did not need to overwork; they did no more than they chose to do, and yet earned what they needed. They had leisure for healthful work in garden or field, work which, in itself, was recreation for them, and they could take part besides in the recreations and games of their neighbours, and all these games—bowling, cricket, football, etc., contributed to their physical health and vigour. They were, for the most part, strong, well-built people, in whose physique little or no difference from that of their peasant neighbours was discoverable. Their children grew up in the fresh country air, and, if they could help their parents at work, it was only occasionally; while of eight or twelve hours work for them there was no question.”9


Engels goes on: “They were ‘respectable’ people, good husbands and fathers, led moral lives because they had no temptation to be immoral, there being no gin palaces or low houses in their vicinity, and because the host, at whose inn they now and then quenched their thirst, was also a respectable man, usually a large tenant farmer who took pride in his good order, good beer, and early hours. They had their children the whole day at home, and brought them up in obedience and the fear of God …” The young people, Engels writes, “grew up in idyllic simplicity and intimacy with their playmates until they married.” The only negative note is when Engels continues: “but intellectually, they were dead; lived only for their petty, private interests, for their looms and gardens, and knew nothing of the mighty movement which, beyond their horizon, was sweeping through mankind. They were comfortable in their silent vegetation, and but for the industrial revolution, they would never have emerged from this existence, which, cozily romantic as it was, was nevertheless not worthy of human beings.”10


The image many people have of life in pre-capitalist times has been transfigured beyond recognition by these and similar romanticized depictions. So let us take a more objective look back to the pre-capitalist era in the decades and centuries prior to 1820.


Poverty was by no means caused by capitalism; it had existed for a long time and had shaped people’s lives for millennia. Poverty has no causes—prosperity has causes. Fernand Braudel, the renowned French historian, has written one of the most widely respected works on the social history of the fifteenth to eighteenth centuries, Civilization and Capitalism, in which he writes that even in relatively well-off Europe, there were constant depressions and famines. Cereal yields were so poor that two consecutive bad harvests spelled disaster.11 In France, even then a privileged country, there were 11 general famines in the seventeenth and 16 in the eighteenth centuries. As Braudel notes, these calculations are likely to be overly optimistic. And all of the countries of Europe were in the same situation. In Germany, for example, where both town and country were persistently ravaged by hunger, one famine followed the next.


Many people believe that it was industrialization and urbanization that led to hunger and poverty. But Braudel writes that people in the countryside sometimes experienced even greater suffering: “The peasants lived in a state of dependence on merchants, towns and nobles, and had scarcely any reserves of their own. They had no solution in case of famine except to turn to the town where they crowded together, begging in the streets … The towns soon had to protect themselves against these regular invasions, which were not purely by beggars from the surrounding areas but by positive armies of the poor, sometimes from very far afield.”12


If conditions in the towns had generally been worse than in the countryside, millions of people would not have flocked to the towns. The German economic historian Werner Plumpe writes: “It was not the emerging trades and industries that created a proletariat; rather, the proletariat emerged solely because there was widespread, mostly rural underemployment … In fact, industrialization helped large numbers of people escape structural underemployment and poverty and survive as an industrial workforce … Capitalism, if you will, encountered a poor population that literally had nothing to lose and much to gain.”13


Of course, this was only true for people who found employment in the towns and were actually able to work. For everyone else, the fate was cruel. In Paris, the sick and invalids had always been put in hospitals, while those who were fit enough to work were chained together in pairs and engaged in the hard, disgusting, and endless task of cleaning the drains of the town.14


Hunger was one of the biggest problems in many countries. In Finland, there was a major famine in 1696/97. According to estimates, a quarter to a third of the population died. But in Western Europe, too, people often lived in inhumane conditions. In 1662, the Electors of Burgundy reported to the king that “famine this year has put an end to over ten thousand families in your province and forced a third of the inhabitants, even in the good towns, to eat wild plants,” and a chronicler adds that: “Some people ate human flesh.”15


People’s diets consisted of gruel, sops and bread made from inferior flours, which was only baked once a month or every two months and was almost always moldy and so hard that in some regions it had to be cut with an axe.16 Most people, even in the towns, had to survive on 2,000 calories a day, with carbohydrates making up well over 60 percent of their food intake expressed in calories.17 Typically, eating consisted of a lifetime of consuming bread, more bread, and gruel.18 Bread consumption was particularly high among the rural population and the lowest strata of the working class. According to Le Grand d’Aussy, in 1782 a working man or a peasant in France ate two or three pounds of bread a day, “but people who have anything else to eat do not consume this quantity.”19


People back then were lean and small-boned—throughout history, the human body has adapted to inadequate caloric intake. “The small workers of the eighteenth century,” Angus Deaton writes in his book The Great Escape, “were effectively locked into a nutritional trap; they could not earn much because they were so physically weak, and they could not eat enough because, without work, they did not have the money to buy food.”20 Some people rave about the harmonious pre-capitalist conditions when life was so much slower, but this sluggishness was mainly a result of physical weakness due to permanent malnutrition.21 It is estimated that 200 years ago, about 20 percent of the inhabitants of England and France were not able to work at all. “At most they had enough energy for a few hours of slow walking per day, which condemned most of them to a life of begging.”22


In 1754, one English author reported: “Far from being well-to-do, the peasants in France do not even have the necessary subsistence; they are a breed of men who begin to decline before they are forty … With the French labourers, their external appearance alone proves the deterioration of their bodies.”23 The situation was similar in other European countries. Braudel states: “These then are the facts that go to make up the biological ancien regime we are discussing: a number of deaths roughly equivalent to the number of births; very high infant mortality, famine; chronic undernourishment; and formidable epidemics.” In some decades, even more people died than babies were born.24 People’s “possessions” were limited to a few rudimentary items, as seen in contemporary paintings: a few stools, a bench and a barrel doing service as a table.25


And people died as they lived. A report from Paris says the dead were sewn up in sackcloth and thrown into paupers’ graves at Clamart, just outside the capital, and then sprinkled with quick lime. The only funeral procession of the poor featured “A mud-bespattered priest, a bell, a cross.” And this send-off was preceded by the indescribable conditions of the poor house, where there were only 1,200 beds available for 5,000 to 6,000 sick people, and so, “The newcomer is bedded down beside a dying man and a corpse.”26


The reason I have described the reality of people’s lives in such detail is that I wanted to show what it means to have 90 percent of the world’s population living in extreme poverty. And in other parts of the world people lived in even worse conditions than the populations of Western Europe. The distinguished British economist Angus Maddison specialized in documenting economic growth and development over long periods of time. Based on a series of highly complex calculations, he estimated the historical per capita gross domestic product (GDP) for some of the world’s major economies. In 1820, this amounted to 1,202 international dollars27 in Western Europe, the region we have focused on in this chapter so far. According to Maddison, per capita GDP was at a similar level in other Western countries, such as North America, Australia, and New Zealand. In the rest of the world, however, the per capita GDP in 1820 amounted to just 580 international dollars, or about half as much as in the Western world.28


The positive impact of capitalism becomes clearer when you adopt a long-term historical perspective. In AD 1, per capita GDP in Western Europe was 576 international dollars, while the global average was 467, which means that in Europe it had little more than doubled in the period before capitalism, from AD 1 to 1820. And in the short period from 1820 to 2003, per capita GDP in Western Europe rose from 1,202 to 19,912 international dollars and in the West’s other capitalist countries to 23,710 international dollars.29


In Asia, by contrast, per capita GDP rose from only 581 to 1,718 international dollars in the 153 years from 1820 to 1973. And then, in the 30 years to 2003, it rose from 1,718 to 4,434 international dollars.30


So what was it that triggered this dynamic development? Well, the growth in per capita GDP in Asia is primarily due to the fact that, following the death of Mao Zedong in 1976, China decided, step by step, to steadily introduce the principles of capitalism. Since the reduction of global poverty is largely a result of this development in China, I would like to present it in a little more detail below.


As recently as 1981, as many as 88 percent of the Chinese population was living in extreme poverty; today it is less than 1 percent. Never in the history of the world have so many hundreds of millions of people risen from abject poverty to the middle class in such a short period of time. Taking China as an example, then, we can learn a lot about how poverty is overcome—not in theory, but in historical reality. But first, let’s take a look back. In the late 1950s, 45 million people died in China as a result of Mao’s Great Leap Forward. It is staggering that most of the people who learn about the real (or alleged) problems associated with capitalism at school have never heard of the Great Leap Forward, the greatest socialist experiment in history.


I wrote about this subject in more detail in my book The Power of Capitalism, where I quoted Chinese journalist and historian Yang Jisheng: “The starvation that preceded death was worse than death itself. The grain was gone, the wild herbs had all been eaten, even the bark had been stripped from the trees, and bird droppings, rats and cotton batting were used to fill stomachs. In the kaolin clay fields, starving people chewed on the clay as they dug it.”31 There were frequent cases of cannibalism. At first, desperate villagers would only eat the cadavers of animals, but soon they started digging up dead neighbors to cook and eat. Human flesh was sold on the black market along with other types of meat.32 A study compiled—and promptly suppressed—after Mao’s death for Fengyang County “recorded sixty-three cases of cannibalism in the spring of 1960 alone, including that of a couple who strangled and ate their eight-year-old son.”33


In 1958, before Mao’s Great Leap Forward, life expectancy was just under 50 years. By 1960, however, it had fallen below 30! Five years later, after the starvation and killing had stopped, it rose again to almost 55. Nearly a third of those born during the darkest phase of the greatest socialist experiment in human history did not survive to see its end.34


In the wake of the human and economic catastrophe of the Mao era, the Chinese started to send representatives to other countries on fact-finding missions. They wanted to see for themselves what these countries were like and whether there was anything China could learn from them. From 1978, there was a flurry of travel by leading Chinese politicians and economists. They made 20 trips to more than 50 countries as they sought to identify the policies that could lead China to economic success. The scales fell from their eyes when they saw, for example, how workers in Japan were faring. They soon realized that communist propaganda had been lying to them for years when it compared the “glorious” achievements of socialism in China with the “misery” in capitalist countries. In truth, it was the other way around, as anyone on these fact-finding trips could see. “The more we see of the outside world, the more we realize how backward we are,” Deng Xiaoping, the father of China’s subsequent capitalist reforms, repeatedly observed.35


But it would be wrong to believe that China was somehow “converted” to capitalism overnight or immediately began to abolish its planned economy in favor of a market economy. The Chinese government made a slow, tentative start, gradually giving state-owned enterprises a greater deal of autonomy. The transition from a socialist, state-run economy to a market economy did not happen abruptly. Rather, it was a process that lasted years and decades—and is still far from complete. And at least as important as the top-down measures implemented from above, that is, from the party, were the bottom-up initiatives from below, for example, from the farmers.


After the bitter experience of the Great Leap Forward, a growing number of rural peasants seized the initiative and decided to reintroduce private ownership of farmland, even though this was officially prohibited. Nevertheless, it soon became apparent that the yields from private farms were much higher, so party officials let the people get on with it. The first experiments were carried out in particularly poor “beggar villages,” where officials concluded that “If things go wrong here, it’s not so bad, because you can’t fall when you’re already at rock bottom.” In one of these small villages, the party leadership allowed the farmers to cultivate the particularly low-yield fields as private farmers. As soon as they were allowed to do so, the land yielded three times as much as when it had been cultivated in a collective.


Long before the ban on private farming was officially lifted in 1982, there were spontaneous initiatives by farmers all over China to reintroduce private ownership, contrary to the socialist creed. The result was extremely positive: people were no longer forced to go hungry and agricultural yields increased significantly.


And such changes were not only seen in rural areas. Beyond the large state-owned enterprises, there were numerous municipal enterprises that formally belonged to the cities and municipalities but were increasingly run like private enterprises. These companies often proved superior to the cumbersome state-owned enterprises because they were not subject to the restrictive guidelines of a planned economy. In the 1980s, a growing number of de facto privately managed enterprises were established. The socialist system, under which state ownership overseen by centralized state planning authorities was the only option, was increasingly eroded from below.


Of great importance were the newly created Special Economic Areas, where the socialist economic system was suspended and capitalist experiments were permitted. The first special economic zone was created in Shenzhen, adjacent to the then politically and economically independent capitalist Hong Kong, which was still a British crown colony at the time. Much like in Germany, where an increasing number of people fled from East to West prior to the building of the Berlin Wall, more and more people tried to leave the socialist People’s Republic for capitalist Hong Kong via the then small fishing town of Shenzhen.


Deng Xiaoping was smart enough to realize that military intervention and stricter border controls would not solve the underlying issue, but the causes of people fleeing the country must be analyzed and eliminated. When the party leadership in Guangdong province, of which Shenzhen was a part, investigated the situation in more detail, they found refugees from mainland China living in a village they had established on the Hong Kong territory on the opposite side of the Shenzhen River, where they were earning 100 times as much money as their former compatriots on the socialist side.


Deng’s response was to argue that China needed to increase living standards on the Chinese side of the river if it wanted to stem the flow. Shenzhen, which had fewer than 30,000 inhabitants at the time, became the site of China’s first free-market experiment, enabled by party cadres who had been to Hong Kong and Singapore and seen firsthand that capitalism works far better than socialism.


From being a place where many risked their lives to flee the country, this former fishing village has today become a thriving metropolis of 13 million people with a flourishing economy centered on the electronics and telecommunications industries and a higher per capita income than any other Chinese city except for Hong Kong and Macau. The Special Economic Area model was quickly rolled out in other regions. Low taxes, low rents and low bureaucratic hurdles made these Special Economic Areas extremely attractive to foreign investors. Their economies were less heavily regulated and more market-oriented than many European countries today.


I visited this region for the first time in August 2018 and again in December 2019. On my second trip, I spoke with representatives of a private think tank. The think tank’s head is a professor who does not belong to the Communist Party or any of the other eight “parties” in China. “Perhaps we will be the last defenders of capitalism,” he opined. As we talked, he expressed his bewilderment at the fact that socialist thinking is experiencing such a renaissance in Europe and the United States: “Here in China, hardly anyone still believes in Karl Marx’s ideas.”


The official proclamation of the market economy at the Fourteenth Congress of the Chinese Communist Party in October 1992—a step that would have been unthinkable only a few years earlier—proved a milestone on China’s road to capitalism. Although the Party stopped short of completely dispensing with centralized economic planning, prices for raw materials, transportation services and capital goods, all of which were set by the government, fell dramatically.


In a parallel development, attempts were made to reform state-run enterprises. Previously under exclusively public ownership, private citizens and foreign investors were now allowed to become shareholders. Privatization continued apace during the 1990s, and some companies were floated on the stock market. There were numerous spontaneous privatizations and IPOs initiated by local governments. It became clear that many state-owned enterprises were not viable under competitive conditions.


Developments in China prove that rising economic growth—even when accompanied by rising inequality—benefits the majority of the population. Today, there are more billionaires in China than in any other country in the world, with the exception of the United States; Beijing is now home to more billionaires than New York. This confirms the inherent fallacy of anti-capitalist “zero-sum thinking,” which claims that the rich are only rich because they have taken something from the poor. The reason hundreds of millions of people in China are much better off today is not despite the fact that there are so many millionaires and billionaires, but precisely because—after Mao’s death—Deng Xiaoping instructed: “Let some people get rich first.”


Deng was right to prioritize economic growth, as can be seen from the following facts: The Chinese provinces where poverty has declined the most in recent decades are the same provinces that have experienced the greatest economic growth. Weiying Zhang, who is certainly the smartest analyst of the Chinese economy, dismisses the notion that China’s extraordinary success is a result of the significant role played by the state. This misinterpretation is widespread in the West, but it is also increasingly prevalent in China itself, where some politicians and scholars believe that the explanation for the country’s success lies in a particular “China model.” “The advocates of the China model are wrong because they mistake ‘in spite of’ for ‘because of.’ China has grown fast not because of, but in spite of the unlimited government and the large inefficient state sector.”36


In fact, marketization and privatization are the driving forces behind China’s tremendous economic growth. Zhang analyzed data from different regions across China and concluded that “the more the market-oriented reform a province had done, the higher economic growth it had achieved, and laggards in marketization reform are also laggards in economic growth.”37 The areas where market-oriented reforms had been implemented most consistently, such as Guangdong, Zhejiang, Fujian and Jiangsu, were also those that had delivered the greatest economic growth.


Here, and this is a key insight, “the best measure of reform progresses is the changes in marketization scores in the concerned periods, rather than the absolute scores of a particular year.”38 The growth rate is greatest where private companies play the decisive role. Zhang’s data prove it: “The provinces whose economies are more ‘privatized’ are likely to grow faster. It is non-state sectors, rather than the state sector, that have driven the high growth.”39


The reform process in China over the past decades has never been uniform, never just in one direction. There were phases in which market forces quickly became stronger, just as there were phases in which the state reasserted its primacy. Even if over the longer term the main tendency was “state out and private in” (guo tui min jin), there were also periods and regions in which there was a backward trend, that is, “state in and private out” (guo jin min tui). Zhang examines the different growth rates in the “state out and private in” regions and the “state in and private out” regions. Again, the results are clear: economic output grew significantly faster in the “state out and private in” regions. As Zhang explains, this proves “that China’s rapid growth of the past four decades has been driven by the power of the market and the non-state sectors, rather than the power of the government and the state-sector as claimed by the China model theorists.”40


The most crucial factor in the future development of the Chinese economy is the degree of innovation. An analysis of the research and development intensity in industry, patents granted per capita and percentage of sales of new products in total industrial revenue makes it clear that all these key figures for innovation correlate positively with the degree of marketization.41


When I met Weiying Zhang in Beijing, he stressed the major danger of misunderstanding the reasons for China’s growth, not only for China, but also for the West. If people in the West mistakenly conclude that China’s economic success is founded on some unique “third way” between capitalism and socialism, also known as “state capitalism,” Zhang worries that they will draw the wrong conclusions for their own countries. In Ideas for China’s Future, which was published in 2020, Zhang uses a very apt metaphor: “Imagine seeing a person without an arm running very fast. If you could conclude his speed comes from missing an arm, then you naturally will call on others to saw off one of your own arms. That would be a disaster … Economists must not confuse ‘in spite of’ with ‘because of.’”42


Advocates of a strong state in Europe and the United States want everyone to believe that China’s economic success confirms that economic growth is inextricably linked with a strong state. The analyses of Weiying Zhang prove that exactly the opposite is true.


In many respects, according to Zhang, the Chinese way is less exceptional than it may appear at first sight: “In fact, China’s economic development is fundamentally the same as some economic development in Western countries—such as Great Britain during the Industrial Revolution, the United States in the late 19th and early 20th centuries, and some East Asian countries such as Japan and South Korea after World War II. Once market forces are introduced and the right incentives are set up for people to pursue wealth, the miracle of growth will follow sooner or later.”43


Indeed, there are many parallels between China and the development of early capitalism in Europe and the United States. “Early capitalism” is a horrifying phrase for anti-capitalists, despite the fact that it was a time of dramatic improvements in the living conditions of the working class. Thomas J. DiLorenzo illustrates this with the following figures for the United States: “From 1820 to 1860 wages grew at about a 1.6 annual rate, and during this period the purchasing power of an average worker’s paycheck increased between 60 and 90 percent, depending on what region of the country the worker resided in. Between 1860 and 1890, during what economists call the ‘second industrial revolution,’ real wages—that is wages adjusted for inflation—increased by 50 percent in America. The average work-week was shortened as well, meaning that the real earnings of the average American worker probably increased more like 60 percent during that time.”44 In the next chapter, I will show that something similar is true of early capitalism in England, which is often cited as a particularly bad example of inhumane and degrading conditions.


Capitalism has done more to overcome hunger and poverty than any other system in world history. The greatest man-made famines in the past 100 years occurred under socialism. In the wake of the Bolshevik Revolution, the Russian famine of 1921/22 cost the lives of 5 million people, according to official figures in the Great Soviet Encyclopedia of 1927. The highest estimates put the death toll from starvation at 10 to 14 million. Only a decade later, Joseph Stalin’s socialist collectivization of agriculture and “liquidation of the kulaks” (more on that in Chapter 11) triggered the next great famine, which killed between 6 and 8 million people. In relative terms, Kazakhstan was particularly badly affected, where a third of the population died.45 Excess deaths across the Soviet Union amounted to 3.9 million in Ukraine, 3.3 million in Russia, and 1.3 million in Kazakhstan.


“When the term ‘famine’ is used,” writes Felix Wemheuer, “the first thing most people think of is Africa. In the twentieth century, however, 80 percent of all victims of famines died in China and the Soviet Union.”46 He is not referring to the millions of victims of general malnutrition and underprovision of medical care, but defines famine as an event that causes mortality rates to jump from what is “normal” in any given country.47 The end of communism in China and the Soviet Union was a major factor in hunger declining by 42 percent between 1990 and 2017.48


It is a typical misperception that when people think of hunger and poverty, they think of capitalism rather than socialism, the system that was actually responsible for the greatest famines of the twentieth century.


In North Korea, one of the few remaining socialist countries in the world, several hundred thousand people died in famines between 1994 and 1998. Jang Jing-sung, a member of the North Korean elite, describes his personal experiences in North Korea in the late 1990s, before he fled to the West. The starving were sent to parks to beg before they died. There was a special “Corpse Division,” whose members would poke bodies with sticks to see if they were already dead. He saw them loading corpses on rickshaws, on which bare and skeletal feet poked out in odd directions. In a crowded market, a woman whose husband had already starved to death offered her daughter for sale for 100 won (less than 10 cents).49


Back to the numbers: The Index of Economic Freedom, which is compiled every year by the Heritage Foundation, shows that the most capitalist countries have an average per capita GDP of $71,576. That compares with $47,706 for the world’s “predominantly free” countries. At the other end of the scale, the “mostly unfree” and the “repressed” countries have a per capita GDP of just $6,834 and $7,163, respectively.50


The United Nations’ Global Multidimensional Poverty Index (MPI)51 measures various forms of poverty (including health, standard of living and education) in 80 developing countries. If you compare the UN’s MPI with the Index of Economic Freedom, you see that 35.3 percent of the populations of the “mostly unfree” developing countries live in “multidimensional poverty,” compared with only 7.9 percent of people in “mostly free” developing countries.52 The belief that everything would be better if we only “redistributed” money from rich to poor countries is naive. Economics is not a zero-sum game in which you simply have to take something from one wealthy person, group or country and distribute it to others to make everyone richer. What really conquers poverty, as demonstrated by developments in Western Europe since 1820 and in Asian countries, such as China, South Korea and Vietnam over the last 40 years, is more economic freedom.


Countless studies prove and economists have stressed that development aid has done more harm than good to countries in Africa.53 It is a fact that I explored in detail in Chapter Two of my book The Power of Capitalism. Between 1970 and 1998, the peak years for the flow of development aid to Africa, poverty on the continent rose from 11 to 66 percent.54 Foreign aid propped up corrupt governments that felt no compunction whatsoever to ensure the welfare of their people. Foreign aid payments also meant that these rulers did not depend on the consent of their people. This allowed them to unabashedly interfere with the rule of law, the establishment of transparent civil institutions and the protection of civil liberties. In turn, this discouraged both local and foreign investors from investing in these poor countries. In effect, Western development aid did much to set many African countries far back in their development.


Foreign aid inhibited the development of a functioning capitalist economy, and the high levels of corruption made investment in poor countries unattractive.55 This led to economic stagnation and stunted economic growth. Corrupt government functionaries were more interested in serving their own interests than in serving the common good. Large sums of foreign aid and a culture of aid dependency also encouraged African governments to further expand unproductive public sectors, which was just another way to reward their cronies.56


Of course, rich countries should help poor countries in an emergency, such as when a natural disaster or pandemic strikes. In such cases, it should be self-evident that one country helps another, for example by providing practical equipment, medicines, food, and so forth. The same should apply to people who, despite living in a prosperous country, have fallen into poverty through no fault of their own, for example, through illness or some other stroke of fate. Here, generous help should be provided without a second thought, both from private individuals and the state. But such aid does nothing to overcome structurally induced poverty.


In Europe or the United States, the debate about the most effective methods to eradicate poverty, hunger, child labor and other problems has come to be dominated by naive ideas. Some people feel good about refusing to buy products that have been manufactured with the involvement of child workers. But quite often the anti-child-labor “victories” celebrated by “activists” have actually made the situation for people in poor countries even worse. Johan Norberg relates the following example: In 1992 it was revealed that the American retailer Walmart had been buying garments that had been manufactured by child workers. The U.S. Congress then threatened to ban imports from countries with child labor. As a result of that threat, many thousands of children in Bangladesh were immediately fired by the textile industry. When international organizations conducted a follow-up investigation to find out what had become of these children, it became apparent that many of them had moved to occupations more dangerous and less well-paid, and in several cases had become prostitutes. A similar boycott of the Nepalese carpet industry resulted in more than 5,000 girls being forced into prostitution, according to UNICEF.57


In the summer of 2014, a new law on child labor in Bolivia made global headlines and sparked fierce debate. The law allows children as young as ten to work under certain working conditions. Working children were even among the groups who helped write the law. A scandal? UNICEF commented, “We have to accept that child labor is a reality in many low- and middle-income countries. In Bolivia, many girls and boys said they needed their wages to survive. Supporters of the law believe that without it, children would work illegally and be at much higher risk of exploitation. Critics, on the other hand, fear that the law will weaken child protection.”58


The situation is therefore not as clear-cut as it might appear at first glance. As previously mentioned, child labor has declined massively around the world, not primarily as a result of bans or boycotts, but because the living conditions for people in many (formerly) developing countries have improved. Parents who used to depend on their children working were now in a position to earn more themselves and finance an education for their children. Not less, but more capitalism has helped in the fight against child labor.


But what about the poor in developed rich countries? Here, it is important first of all to distinguish between “relative” and “absolute” poverty. When people talk about poverty in countries, such as Germany or Sweden, they usually mean “relative” poverty, which we will come back to in the next chapter. Relative poverty refers to people who, for example, earn less than 60 percent of their country’s median income. This poverty can never be eliminated, because regardless of any increases in median income, there will always be people who earn 60 percent or less of it. This is an inevitable result of the statistical construction of the median income, which is not the average income, but the income that divides a population into two equal groups, half having an income above that amount, and half having an income below that amount.


Anti-capitalists always argue as if all (relatively) poor people living in a rich country have become poor through no fault of their own. They get downright indignant when someone points out that there are also poor people in countries, such as Germany, Great Britain, Sweden or the United States, who are either fully or partly to blame for their own situation. Nevertheless, there is no denying the fact that, in addition to people who are in need through no fault of their own, there are also people who prefer to take advantage of the state welfare system rather than work themselves. In some respects, one can even understand them: If high taxes and social security contributions mean that too little is left from a person’s gross income and, at the same time, comparatively generous benefits are doled out by the welfare state, as is the case in Germany, for example, then there will always be people who prefer to live off these benefits and perhaps work cash in hand on the side. After all, they know they will end up with just as much or even more, without having to do as much as someone who works 40 hours a week. We should not direct our ire primarily at these people, but at the system that makes their behavior appear economically rational.


But does encouraging people to see themselves primarily as victims actually help anyone at all? Doesn’t it just make them feel helpless and remove their sense of agency? The message of anti-capitalists is: “Your life situation is the way it is for structural reasons, so you have no chance to change it until the structures are torn down.” First of all, such messages are wrong and, second, they discourage people.


Pro-capitalists encourage people to take their fate in their own hands, not to wait for others to help them out or for society to change. And one of the main reasons they do so is because they know that what the anti-capitalists promise, namely that poverty and hardship can only be alleviated through the abolition of capitalism, is in no way borne out by history. In fact, the opposite has always been true: wherever capitalism has been abolished, poverty has increased—as we will see in Chapter 11.
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“CAPITALISM LEADS TO GROWING INEQUALITY”


“THE POOR ARE GETTING POORER and the rich are getting richer”—we saw in the last chapter that at least the first part of this frequently repeated saying is not true. The billion-dollar fortunes of the super-rich are held up in contrast to what most people have. The fortunes of the super-rich are indeed staggeringly high, but the vast majority of that wealth is tied up in productive corporate assets. Some people imagine that Jeff Bezos has $100 or $200 billion sitting in his bank account. But in fact, most of his fortune—probably over 95 percent—is tied up in stocks in his company Amazon, which employs around 1.3 million people worldwide. This is the source of his gigantic fortune.


But first, let’s ask a more fundamental question: What about the issue of inequality? Is it true that under capitalism the gap between the rich and poor is widening? Before we answer this question, it is worth asking: Is it even worth striving for equality? And what is meant by equality? And why are so many people more concerned with the issue of inequality than they are about poverty?


The authors of the classical utopian novels were obsessed with the notion of equality. In almost every design of a utopian system, private ownership of the means of production (and sometimes even all private property) is abolished, as is any distinction between rich and poor. As early as 1517, the novel Utopia by the Englishman Thomas More, who established the name of this genre, states: “Thus I do fully persuade myself that no equal and just distribution of things can be made, nor that perfect wealth shall ever be among men unless this propriety be exiled and banished. But so long as it shall continue, so long shall remain among the most and best part of men the heavy and inevitable burden of poverty and wretchedness.”59


In philosopher Tommaso Campanella’s 1602 novel The City of the Sun, almost all of the city’s inhabitants, whether male or female, wear the same clothes. And in Johann Valentin Andreä’s utopian description of the Republic of Christianopolis there are only two types of clothing. “They have only two suits of clothes, one for their work, one for the holidays; and for all classes they are made alike. Sex and age are shown by the form of the dress. The cloth is made of linen or wool, respectively for summer or winter, and the color for all is white or ashen gray; none have fancy, tailored goods.” Even the architecture of the houses is entirely uniform in many utopian novels.60


Hardly anyone who complains about “social injustice” would today advocate such radical egalitarianism. Almost everyone accepts that it is okay to have differences in income, but, many add: these differences should not be “too great.” But what is “too great” and what is okay? Many critics of social inequality point out that the differences have grown larger in recent decades—for example, managers now earn much more in relation to their employees than in the past. So was the ratio right “in the past”? Hardly, because many of the people who today complain about “too much inequality” were making exactly the same complaints back then.


Both in philosophical “theories of equity” and in the everyday understanding of many people, the reward someone receives for their work should be in proportion to the amount of work they put in. “If this relationship is unequal, that is, if someone receives a greater reward with less effort, feelings of injustice arise.”61 Surveys have consistently shown that between 88 and 95 percent of Western Europeans believe that “performance” should be a major factor in determining income.62 But we know from research that especially individuals with low socioeconomic status usually understand “performance” as the “conscientious completion of a defined quantity of tasks within a specific period of time.”63


Most people understand “performance” to mean both the time spent and the intensity of a person’s effort or endeavor. I call this the “employee mindset” because it corresponds to the personal experience of employees or workers that their wage or salary is proportional to their effort: those who work longer or harder usually earn more. This is what most people see as “fair.”


What they don’t understand is that this connection applies—if at all—only to blue- and white-collar workers or employees in agriculture and fishing, but it certainly does not apply to entrepreneurs. What counts most for entrepreneurs is the quality of their business idea, their creativity, their innovations.64 The Austrian economist Joseph Schumpeter wrote that entrepreneurial profit “arises in the capitalist economy wherever a new method of production, a new commercial combination, or a new form or organization is successfully introduced. It is the premium which capitalism attaches to innovation. The implementation of innovation in the national economy is the true entrepreneurial function, that which actually constitutes entrepreneurial activity and distinguishes it from mere administration and the repetitive routine aspects of management.”65


If you look at the list of the richest people in the world, they usually became rich because they had a unique entrepreneurial idea and brought a product to market that was recognized as useful by many consumers. This is the capitalist principle, but many people do not understand it. It is not the amount of work that matters, but the benefit provided to society. This benefit has very little and often even nothing to do with how much time and sweat an entrepreneur invested in their business idea.


Another misunderstanding in this context is to deride the value of such business ideas as low in retrospect, perhaps after a year or after 50 years, because most innovations, once enough time has passed, appear banal in retrospect and have been made obsolete by better, newer innovations. Those who misunderstand entrepreneurial creativity in this way have failed to understand that what distinguishes the best business ideas is rarely their technical genius, but rather being the first to market with an idea that is truly relevant to people.


Today, the Oetker Group employs over 30,000 people and generates billions in sales. It was founded back in 1891, and ten years later, August Oetker filed a patent for a baking powder that would make him one of the richest men in Germany. Later, Oetker would repeatedly quote the phrase: “In most cases, a good idea is all it takes to make a man.”66 This “good idea” does not even have to be the entrepreneur’s own creation. Oetker did not invent baking powder, but he was the first to have ingenious ideas about how it could be improved and, above all, turned into a product that would satisfy the needs of millions of people.


Brian Acton and Jan Koum invented WhatsApp and sold it to Facebook for $19 billion in 2014. Two billion people around the world now use WhatsApp not only to send messages and files, but also to make free phone calls. Thanks to their innovative idea, the two WhatsApp founders have amassed a combined fortune of $13 billion. They became rich through an idea. Has inequality increased because there are now two more multibillionaires? Certainly. But has it hurt anyone, except perhaps providers of expensive phone plans?


Ideas and their timing are crucial, and it doesn’t even matter whether the entrepreneur developed the idea themselves. Many successful businessmen, whether Sam Walton of Walmart, Steve Jobs of Apple or Bill Gates of Microsoft, did not develop their key business ideas themselves, but took them from others. Conversely, many inventors, whether of Coca-Cola or of the operating system later called MS-DOS, did not become rich from their innovations. The ones who got rich were those who had ingenious ideas about how such inventions could be turned into new products that satisfy the needs of many people at a very specific point in time. It is obvious that the question of how long or how hard these entrepreneurs work is meaningless. Many people try just as hard—or perhaps even harder—and work just as long or longer, but do not become rich.


And what about the top executives employed by large companies? Their high salaries are heavily criticized by opponents of capitalism, often even more so than the (usually much higher) incomes of entrepreneurs. This is mainly because the details of executive salaries are often in the public domain. Anyone can find out how much the CEO of a listed company earns, while this is usually not the case for entrepreneurs. Moreover, top-tier managers are held in lower esteem than entrepreneurs by many people (even those with capitalist sympathies).


Managerial salaries are often so high because they are determined by the principles of supply and demand in a very tight market for top-tier executives—comparable to the market for top athletes, where even higher sums are often paid. Nevertheless, a survey I commissioned in eleven countries showed that most people believe that senior-level managers do not deserve their high salaries. I was intrigued and wanted to know why so many people feel that way.


My surveys revealed that 63 percent of Germans think it is inappropriate for managers to earn more than 100 times as much as salaried employees because, after all, they don’t work so much longer or harder than their employees. This opinion was the most strongly supported when respondents were asked why managers should not earn as much as they do. This reflects the prevailing employee mindset, mentioned above, which dictates that salaries should be determined primarily by how long and how hard someone works.67


Employees thus project their own performance and remuneration benchmarks onto senior-level managers and believe there must be a close relationship between how hard and how long someone works, on the one hand, and the person’s salary, on the other. And with regard to senior-level managers’ salaries, respondents do not see such a link. Thus, they conclude that managers’ salaries are excessive because no manager can possibly work 100 times as long or as hard as an average employee. Respondents barely understood that senior-level managers’ salaries are determined by supply and demand in the market for top-tier executives. Only one in five German respondents agreed that companies can only hire and retain the best managers if they pay very high salaries (the survey specified salaries that are 100 times more than those of an average employee) because otherwise those managers would go to another company that pays more or would work for themselves.68 In most of the other countries surveyed, the situation was similar: most respondents (especially, but not only, from lower income groups) seem to have implicit salary expectations, according to which the salary is, so to speak, a “perspiration premium” that compensates them for the hours they have worked.


Anyone who defends high managerial salaries should be prepared to become very unpopular. Even some defenders of capitalism criticize “excessive” managers’ salaries because, after all, managers do not bear the same high levels of risk as entrepreneurs. What is frequently overlooked is that this is the very reason managers earn far less than entrepreneurs. As the owner of a small or medium-sized enterprise (SME) in Germany, I earned as much as a board member of one of Germany’s largest corporations.


Severance packages are negotiated before a manager starts working for a company. They are part of a senior manager’s overall salary package. Of course, it may turn out later that the package was overly generous because the manager did not perform as well as everyone hoped. In the same way, a manager’s salary package may be too low if they end up overperforming—except you can be sure that will never be reported in the media. This is similar to elite athletes, who command huge transfer fees, which may turn out to be excessive if the athlete doesn’t perform as well as expected. This point bears repeating: Whenever a company hires a top manager or a team signs a top athlete, there is no guarantee about how they will perform in the future. Their salaries are based on forecasts, and these forecasts are based on past performance. And such forecasts can be right, but they can also be wrong.


If you compare what top managers do for their companies in terms of performance, that is, in terms of added value for their companies, then on average they are not overpaid but underpaid, and this is a result of uncertainty. This is clear from studies that have looked at what happens to the value of a company when a CEO dies unexpectedly or falls ill: the value of the company falls.69 Research, according to Tyler Cowen, shows that, “CEOs capture only about 68 to 73 percent of the value they bring to their firms. For purposes of comparison, one recent estimate suggests that workers in general are paid no more than 85 percent of marginal product on average … In other words, workers actually seem to be underpaid by somewhat less than CEOs are, at least when both are judged in percentage terms.”70


The lack of understanding of these interrelationships is thus a basis for resentment about “social inequality” or “social injustice.” Incidentally, it is quite revealing that many people use both terms synonymously. Clearly, they have bought into the unconvincing idea that only equality can be just.


The very concept of the “fair distribution of social wealth” is misleading. There is no wealth produced “by society”; rather, the wealth in a society is the sum of what individuals produce and exchange. The economist Thomas Sowell writes: “If there really were some pre-existing body of income or wealth, produced somehow—manna from heaven, as it were—then there would of course be a moral question as to how large a share each member of society should receive. But wealth is produced. It does not just exist somehow.”71
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