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Why High Taxes on High Income Earners
Reduce Everyone’s Wealth*

“The difference between an American truck driver
and a Chinese Coolie is the truck.”

— Andrew Joseph Galambos (1924-1997),
Astrophysicist and philosopher

Considering the fact that the more
something is taxed the less of that
something is supplied, it’s amazing a
tax on production exists. Although the
trade-off between work, income/
payroll taxes and leisure differs accord-
ing to one’s subjective values, as tax
rates creep up, individuals, one by one,
stop working. Some work less once
additional income is taxed at 20%; for
others, this figure may be as high as
80%. In the aggregate, people work
fewer hours—and therefore produce
less than in the absence of taxation.
With less production, there is less avail-
able for consumption. Since our insa-
tiable appetites want more goods and
services to consume, an income tax is
counterproductive to the creation of
wealth.

Despite the fact that less is pro-
duced as rates increase, the income tax
not only survives but has become in-
creasingly counterproductive since the
Tax Reform Act of 1986. In exchange
for limits on certain deductions that
survive to this day, maximum tax rates
were lowered to 28%. Tax rates have
since been gradually ratcheted up
(nominal rates peak at about 55% for
Californians). And a lot of Americans
don’t object to even higher taxes, espe-
cially on high-income earners.**

Yet, because high marginal tax
rates cause nearly everyone to reduce
production, society is denied of more
of everything.*** Worse, increased
productivity, which translates to more
goods and services for your consuming
pleasure, is made possible by greater
savings, provided mostly by high-
income earners. High taxes on those
with high incomes only serves to bite
the hand that feeds; the savings of high
-income earners provide capital, the
key driving force behind higher wages
and living standards.

Ask yourself: what’s a truck driver
worth without a truck? What’s a gaffer
worth without the lights? What’s a ball-
player worth without TV? What’s a
server worth without a restaurant?
What’s a store clerk worth without the
store and computerized register and
scanner? I’ll even ask it of myself: what
am I worth without my computer?

Let’s go back to the trucker. With-
out a truck, his value to others dimin-
ishes to near-zero. The Chinese Coolie,
who carried a fraction of the trucker’s
cargo on his back, was worth a heck of
a lot less to employers and customers
than a trucker with a truck. The trucker
might not be as smart, as educated or
as strong; yet he’s worth thousands of
times more than the Coolie. Why? Be-

cause he has a truck.
Now, ask a simple question: who

paid for that truck—a poor guy or a
rich guy? Very likely a rich guy. Who
employed the trucker—and kept him
employed—a poor guy or a rich guy?
Even more likely a rich guy. Few re-
main employed by poor guys, at least
for very long.

And who paid for the factory that
built the truck? A rich guy, maybe lots
of rich guys or, in the United States,
lots of median-income guys, who are
rich when compared with the living
standards of those in most other coun-
tries. Same with the billion dollar facto-
ries that make computer chips in
enough volume to bring the price
down to a few dollars per gigabyte.
Poor people don’t build factories; rich
guys do. The same is true for the light-
ing and TV/movie studios where the
gaffer executes lighting plans, the TV
factories and cable infrastructure that
put the ballplayer (and actors and news
anchors) on television, the restaurant
the server works at and the factories
that build the supplies he uses every
workday, and the store the clerk works
at and the registers and scanners he
uses.

And me, too. I’m worth a heck of
a lot less without my computer, which
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has made things immeasurably more
efficient (even if it allows government
to complicate tax law to a degree unim-
aginable in the paper and pencil age). I
not only hold no grudges against, but
have gratitude for those with the brains
and savings to create and build the
components, like computer chips, that
make modern society run and all of us
immeasurably wealthier than our ances-
tors. We should make it easier for
builders, savers and investors to pro-
duce—which makes all of us worth
more to consumers of our goods and
services. This requires that govern-
ments let them keep more of their
profit—ideally, all of it. After all, in a
free market without government fa-
vors, high-income producers have
proven themselves capable of pleasing
consumers more efficiently than oth-
ers, clearly more so than governments
that divert so much of what they pro-
duce.

Taxes can be destructive of both
production and self-esteem
Those who object to letting high in-
come earners keep more cry, “Low
income people need help! The rich
must pay their fair share to help those
of lesser means!” Hey, everyone needs
help in some way, shape or form, be it
increased income, more happiness or a
better psychological state. Politicians
have demanded redistribution of in-
come via taxes for decades and, in re-
cent years, psychological help via
“political correctness.” President
Franklin D. Roosevelt called for a 2nd

Bill of Rights, guaranteeing greater se-
curity by providing “rights” to govern-
ment aid that would purportedly help
make some people safe from want.
This hides three ugly truths. First, the
five-decade long $30 trillion War on
Poverty has done nothing for the poor,
arguably worsening their plight. Sec-
ond, it has made us all less wealthy by
contributing to our $20 trillion national
debt and by paying people to produce
less. Third, using the power of govern-
ment to make people safe from want
requires taking what others produce,
depressing incentives to produce and
lowering the quantity of consumable
goods and services. This further reduc-

es societal wealth. It also cripples and
obliterates self-esteem in those who
receive this “free” money.****

Many think wealth is a fixed sum
and must be transferred from “haves”
to “have nots,” which requires “win-
lose” gamesmanship. Yet, using gov-
ernment to make people safe from
want by transferring funds without the
consent of those who produced the
goods and services—wealth—creates
no wealth and, worse, discourages the
creation of new wealth.

How is wealth created?
There are only three ways to increase
aggregate standards of living, constitut-
ing societal wealth. None of these in-
volve involuntary transfers, whether to
the “poor” (welf are)  or  the
“wealthy” (cronyism) or by private
people (“theft”) or government
(“taxation”). The most obvious is by
producing goods or services that are
sold to willing buyers, or donated to
willing recipients. Except for voluntary
donations, if others don’t willingly pur-
chase goods and services they don’t
ascribe higher values than their cost
and, therefore, wealth hasn’t been cre-
ated—it has been consumed. If dona-
tions are voluntarily given, to the ex-
tent the property or services were of
less value to the donor and more value
to the donee wealth has been created,
even if there is no unit by which to
measure such wealth creation. (Still,
there’s nothing wrong or immoral
about such charity.) Note that sales or
otherwise voluntary transfers imply
that such goods and services work,
operate or act as advertised—i.e.,
fraudulent conveyances do not create
wealth.

A less obvious way of creating
wealth is by investing in the plant,
equipment, education and training that
increase the quality and quantity of the
production of goods and services. The
third, and even less obvious way, is via
protecting that which has been pro-
duced, an essential if indirect compo-
nent to wealth creation. People pro-
duce more when they can keep or trade
wealth they have created for other
kinds of wealth. Property protection
takes form in property and contract

rights, along with enforcement.

The creation of wealth: education,
not so much; capital, much more
Most people believe that education and
training creates wealth, albeit indirectly.
Yet, by themselves, education and skill
create little or no wealth. Of what value
is a computer programmer without a
computer? How much are newscasters,
actors or professional athletes worth
without TV and the billions in (private)
infrastructure to showcase their talents?
How much wealth is created by a
skilled welder without welding equip-
ment? Is any wealth created by training
an astronaut when there are no space
capsules and rockets? How about a
geologist without a drilling rig or the
millions of dollars in equipment re-
quired to dig—or a trucker without a
truck?

Many malign any suggestion that
the wealthy create higher living stand-
ards for the rest of us as “trickle-down
economics.” But take a case study in
which there is little wealth to trickle
down. On a recent trip to Costa Rica,
our very sweet tour guide bragged
about a 97.5% literacy rate. Yet, as
stunning as this statistic and the scen-
ery were, we were touring a third-world
country with a yearly median house-
hold income of about $15,000 (one-
third of that in the United States). They
still harvest coffee by hand. In fact,
they were doing many things by hand
for which machinery and equipment is
available. Much of the equipment in
use was ancient. Why? As a country,
they lack the capital to buy the tools,
equipment and machinery needed for
greater production. While they have
plenty of educated and trained people,
their lack of tools caps productivity.
The former Soviet Union was and Cu-
ba, today,***** is exemplary in this
regard; Costa Rica, while lacking a to-
talitarian police state, isn’t hugely better
off from an economic point of view.

Our tour guide also bragged about
their “wonderful” and “free” medical
care. The problem is, like most, she
didn’t understand that nothing is free.
She mentioned a 50% tax on all cars,
both new and used and a 9% payroll
tax to fund medical care, which pays
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for all that “free” stuff, but didn’t put
two and two together. She failed to
mention the hidden and astoundingly
one-sided 27% employer’s payroll tax
to fund all this “free” stuff (which took
some seriously deep Internet digging to
uncover—suggesting no one has a clue
as to its importance and that they try to
hide it). Econ 101 tells us that taxes on
employers result in an equal reduction
in net wages. Free medical care? Not
even close. The sound I hear is the
sucking up of capital and crickets.

I also learned that Costa Rican
employers deal with a plethora of regu-
lations in which they have few rights
and employees have overwhelming
power. When an employee can game
the system, claim they are sick and re-
quire an employer to pay for a year of
sick leave, the number of would-be and
competent entrepreneurs dries up.
When government edicts override pri-
vate agreements, violating the rules on
voluntary transfers, wealth protection is
circumvented. Fewer goods and ser-
vices are produced when competent
would-be entrepreneurs instead choose
to play and capital is scare. This is what
creates third world conditions.

Exorbitant tax rates on the young
and mature cost society innovation
and expertise, further reducing
wealth
Higher tax rates at every level discour-
age increased production. When an
older American, with a wealth of
knowledge and a lifetime of experience,
is subject to federal income tax rates of
46.25% on a “chunk” of income be-
cause of the way Social Security is add-
ed to the taxable base, she is discour-
aged from working and producing con-
sumable goods and services. When she
realizes she is slammed with a 15.3%
Self-Employment tax and a 9% state
income tax on top of the 46.25% fed-
eral tax, she may walk off the job; even
serfs were required to pay the king only
20% of what they produced. When it
discourages such production, society
suffers enormously.

The flip side is also true. Young
entrepreneurs are much more likely to
take the risks necessary to create new

industries older people never dream of.
When they realize that every dollar they
earn is subject to 40% tax rates on the
last “chunk” of income, they are much
less likely to work longer or harder.
This reduces risk-taking which, until
recently, created far more wealth per
capita in the United States than in any
other country. Remember: income
earned represents the production of
goods and services provided for others.
Every worker reaches a point at which
additional income reduced by higher
tax rates is valued less than the pleas-
ures leisure affords—and this point is
reached sooner as tax rates increase.
Additionally, due to high taxes the bud-
ding entrepreneur has less capital; he is
less capable of buying the tools, equip-
ment and continuing education re-
quired to increase productivity—
thereby also decreasing the supply of
goods and services that would other-
wise be made available to others.

Investors are the great philanthro-
pists
Investors are often a different breed.
Their willingness to defer personal
gratification by saving instead of con-
suming and, frequently, to consume
less than they produce over a lifetime,
makes them a rich target for exorbitant
taxation. However, taxes remove from
their coffers the funds with which to
create the tools, equipment and ma-
chinery required for the use of educat-
ed, trained or skilled worker-producers.
When these funds are moved into the
hands of an all-too incompetent gov-
ernment, it either transfers or invests
them poorly (loan guarantees to
Solyndra, the Alaskan “bridge to no-
where,” the California “high speed”
rail, lousy “public” schools, etc.). Be-
cause government lacks a market feed-
back mechanism—a profit or loss—
informing it’s doing a great, good,
lousy or terrible job, the quality and
price of goods and services cannot, in
the long run, be as efficient as where
such feedback exists. If instead inves-
tors were allowed to keep their funds
and save and invest more, we would all
be wealthier—including those of us
who make their living via the use of

computers and trucks.
Once consumption needs are met,

people save and invest. Most of the
wealthy live below their means and
invest the rest. Is it really them, then,
that benefit from their capital? Not if
by “benefitting” we mean “living
high.” It’s the billions of people who
benefit from the billions in private cap-
ital invested in microchip factories; it’s
the billions benefiting from private
capital invested in car production facili-
ties; it’s the millions of people who
benefit from private capital that paid
for a theme park’s worth of multi-
million dollar rides—where anyone
with $105 can enjoy them for a day. All
of us enjoy the fruits of others’ de-
ferred gratification and private capital
investments—from smart phones and
laptops to trips to Disneyland and
ocean cruises—for a tiny fraction of
the cost of that capital. Billions of dol-
lars of capital are used for the enjoy-
ment and benefit of billions of people.

Low marginal tax rates on high-
income earners are desirable not be-
cause they need the money—but rather
because WE need it, for capital. Only
the billions invested create the plant
and equipment that produce our smart
phones and airliners and cruise ships,
making possible our vacations to fara-
way places our ancestors only a century
ago couldn’t even dream of.

Free market capitalism increases
wealth equality
Capital, too, is the mother of wealth
equality: when you consider all the
“things” we have today that either did-
n’t exist 50 years ago or did but for
which the real cost has since collapsed,
capital equalizes earning power among
the unskilled, weak and infirm. Nearly
anyone can operate the equipment or
machinery that does the vast majority
of their work—“production”—and,
because employers must compete for
good employees, earn a decent income.
A person with an IQ of 120 has no
advantage over one with an IQ of 80
driving a big rig; a person weighing 240
pounds has no advantage over one
weighing 120 pounds operating an ex-
cavator on a construction site; a man
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has no advantage over a woman on an
auto assembly line. The able-bodied
have little or no advantage over the
disabled programming or operating a
computer.

By allowing additional capital to
be invested rather than “spent” on tax-
es, flat and low tax rates would create a
mother-lode of wealth. When this extra
capital is available for the plant, ma-
chinery and equipment—the micropro-
cessor factories, cell phones and
trucks—we would all benefit with mas-
sively higher living standards.

* A shorter version of this article was pub-
lished by FEE.org on August 6, 2016:
https://fee.org/articles/can-we-chill-on-
d e n o u n c i n g - t h e - r i c h / ?
mc_cid=f7d24643fe&mc_eid=d986fd49f5.

** Why don’t they object? Partly because
they believe government spends your mon-
ey more wisely than you do (or spends

other people’s money more wisely than
they think other people do). Those who
think this is true make excuses when it
doesn’t and exclaim, “We just need a little
more (of your) money and to get the right
people in charge and it will all work out
well!” They fail to acknowledge Austrian
economist Friedrich von Hayek’s maxim:
the worst tend to rise to the top in bureau-
cracies, because bureaucracies and incom-
petent employees in bureaucracies, where
the bureaucrat is King, can’t fail for per-
forming badly. In private marketplaces,
where Consumer Kings rule, poor per-
forming companies go bankrupt and in-
competent individuals are quickly fired.

This perverse system also survives in
part due to three other factors: envy, the
politics of granting deductions and tax
credits to favored constituents and the
politics of not only feeding bureaucracies,
but also increasing overall compensation
with special emphasis on public pensions
that have become all but unpayable.

*** That “high-enough” tax rate at which
one decides they won’t work, or work less,
varies tremendously from person to per-
son, just as increasingly higher taxes on
cigarettes affect smokers’ inclination to quit
depend on the smoker. This is true of all
prices: as prices increase, fewer consumers
purchase; as prices decrease, more do so.
As prices increase, more producers supply;
as prices decline, fewer do so.

**** A compromise: those who lack securi-
ty, safety, a roof over their heads and food
could be briefly helped (while the libertari-
an in me prefers purely voluntary charity,
I’d be ok with limited government benefits
for a limited period of time) and encour-
aged to conquer their challenges, which will
help to rebuild their decimated self-esteem.

***** Which explains the ancient buildings
and cars permeating Cuba. Cuba is a man-
made economic calamity due to a lack of
capital created by decades of socialism.

Higher Mandated Minimum Wages Could Turn
California into Puerto Rico

Dear Doug,
You’ve prepared my parents’ taxes
for decades, from the time they lived
in California, through several
moves, to Florida. I’m 23, just out of
college and thinking about coming
to California to start a business.
What do you think?

Dear Budding Entrepreneur,
California suffers from the highest

income tax rate in the country and
mounds of regulations that cause eve-
rything from housing costs to the price
of power to be among the highest. But
the most destructive regulation of all is
arguably an up-and-coming one, man-
dating annual increases to the mini-
mum prices of wages (it’s going from
$10.50 to $15 per hour in five years—a
nearly 50% increase).

Don’t get me wrong: I love higher
real wages, created by supply and de-
mand with people voluntarily interact-
ing in the marketplace and fueled by
increasing productivity.* However,
government can’t mandate or create

wealth, or the concomitant skills. If
higher mandated minimums worked,
why not just legislate a $100 per hour
minimum wage and be done with it?
Government can only destroy jobs, or
incentivize the reallocation of jobs to
more highly skilled people, or even
robots. Many currently employed
workers will become unemployable at
higher mandated wages.

Today, other than teenagers and
other unskilled people with little job
experience (especially in rural areas),
very few workers actually earn the cur-
rent minimum. As that minimum in-
creases, more workers will earn it—at
least the ones who manage to get and
keep a job. Unfortunately, there will be
fewer of them. As government de-
mands higher minimum prices for la-
bor, more workers will be priced out of
jobs. And this will affect those current-
ly earning higher wages: as they see
lower-skilled workers earning as much
as they earn now, they will demand
even higher wages and increasingly
price themselves out of jobs.

Businesses must compete with
other businesses. Some only have local
competition, such as (for the most
part) grocery stores and other markets.
Large stores have a huge advantage
over small ones by being able to move
much greater volume. They can afford
either to pay higher wages or purchase
labor-saving machinery, such as scan-
ners and self-check-out lanes, which
will help them avoid paying those high-
er wages. As an upstart, you will be
much less likely to be able to pay these
higher wages or have the means to pur-
chase labor-saving machines and equip-
ment.

Other businesses have national
and international competition. Nation-
ally, you will be competing with em-
ployers in other states who can pay
$7.25 per hour to their workers. Not
that many do so, but they clearly can
pay less and hire more where the cost
of living is so much lower. Internation-
ally, you will be competing with em-
ployers in emerging economies, where
capital hasn’t been around long enough
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to make sense of wages paid in Hong
Kong, Singapore and the United States.

Government-imposed mandates
do not create wealth. Instead, they cre-
ate a misallocation of resources. For
example, a minimum mandated price
of cars would eliminate the demand for
many of the cheaper models, leaving
only upscale cars on the market. Think
of an unskilled young person as one of
those cheaper models, and 40 to 60-
year-olds as upscale models. Minimum
prices of wages reallocate the unskilled,
the newly sober, the recently-released
felons and those re-entering the work-
force for other reasons (such as raising
children) from starter jobs, where they
can acquire basic job skills, to the un-
employment lines. And because less is
produced, lower overall aggregate liv-
ing standards are the long-term result.

The higher the mandated mini-
mum relative to median wages, the
greater is the damage. Puerto Rico of-
fers a shining example: their minimum
wage is the U.S. minimum, $7.25 per
hour, yet their annual per capita in-
come of $11,000 is half that of the
poorest state, Mississippi. The Puerto
Rican minimum wage is 77% of medi-
an Puerto Rican wages, while the same
minimum is 28% of median U.S. wag-
es. Among those who actually produce
for others via the workforce, one-third
of Puerto Ricans earn the minimum
wage. On the U.S. mainland only 16%
do so, most of whom comprise the
relatively unskilled and teens, especially
in lower cost-of-living rural areas. (Well
over 95% of U.S. adults in the work-
force for more than a year earn more
than the minimum.) Because Puerto
Rican employers are not only required
to pay wages way out of proportion to
aggregate productivity, but also re-
quired to provide 15 days of vacation
and 12 sick days annually (which
amounts to an 11% increase in the
minimum wage on top of administra-
tive burdens and risk of lawsuits for
labor law violations), the labor force
participation rate—the percent of able-
bodied adults working—is only 40-
43%. By comparison, it’s about 63%
(down from 69% prior to 2008) on the
mainland. No wonder Puerto Ricans

are relatively poor and the common-
wealth is effectively bankrupt.

Why do wages rise?
Ok then, why do wages rise? The ex-
ample of Hong Kong vs. mainland
China is instructive. In 1950, they had
roughly equal per capita annual in-
comes. Thirty five years later, Hong
Kong’s per capita income was roughly
30 times that of the mainland. Yes,
they benefitted from the totalitarian
socialist mainland’s brain drain, but
they had zero natural resources
(demonstrating that natural resources
are unrelated to societal wealth). The
entire time, Hong Kong had no mini-
mum wage (and didn’t until only in the
last few years—silly them). Wages,
then, increase for some other reason.
That reason is capital, which flowed
into Hong Kong, giving them the ma-
chinery and equipment that allowed for
a massive increase in living standards.

What makes those of us working
at a desk more valuable than 50 (or
even 30) years ago? Computer chips,
which require billion dollar factories in
faraway lands to produce. What makes
those who haul goods from one place
to another so much more valuable than
the Chinese Coolie of yore? Motorized
vehicles, especially trucks and ships,
requiring billions of dollars of capital to
produce. What makes actors so much
more valuable today than in Elizabe-
than times? Networks, cables, televi-
sions and movie theaters—all recipi-
ents of massive amounts of capital.
And that capital makes us all more pro-
ductive, which is the primary reason
wages rise.**

The problem with a $15 dollar an
hour mandated minimum are many.
Small employers starting out and those
with little capital will not able to pay
unskilled workers so high a wage;
workers who would be hired at lower
wages will not be hired. Small employ-
ers, who sometimes become big em-
ployers later, will not be able to start,
lowering long-term employment and
wealth creation. Those thinking of
starting a business won’t, or they’ll
move to another state (or another
country) more hospitable to entrepre-

neurs; or, like you perhaps, won’t come
here to start a business. Californians
will forever forfeit your brilliance and
productivity; the state government will
never see your tax dollars.

Consider, too, the effect on rural
areas. Picture a store in an urban area,
with shoppers coming and going in
massive numbers; compare with a simi-
lar store in a rural area, with an occa-
sional shopper. A store in an urban
area can afford to pay much higher
wages to workers because they are, by
definition, much more productive than
employees of a similar store where cus-
tomers are few and far between.***
Robotics will do well; young, unskilled
workers and newly sober addicts and
newly-released felons may never get
their first job. What do young men
sometimes do when they don’t work?
Make trouble. This does not bode well
for California’s civil society.**** As
much as I love California,***** if I
were in your shoes I’d find a state (or
country) more hospitable to and appre-
ciative of those who, like you, are will-
ing to forfeit current consumption for
the opportunity to build a business and
provide value for others.

* See the article above for an understand-
ing of how capital fuels productivity.

** Education and training could be consid-
ered part of capital, but we have shown
they are at best secondary reasons why
wages rise in the aggregate. Greater educa-
tion and training primarily give some an
advantage over others in societies with
large amounts of capital; without capital,
little if any advantage is provided.

*** The fact there are more customers is
the primary reason city wages in the aggre-
gate are always higher than rural ones. It’s
the reason people left farms for cities in
early America; it’s the reason today’s Chi-
nese peasants move to cities in increasing
numbers.

**** But the biggest reason to oppose
mandated prices for labor is one of both
property rights and contractual rights.
Viewing my body as my property, I have an
inalienable right to agree to work for $1 per
hour, if you will have me. I don’t have to
do so, but I want to know I have that
choice. After all, it’s my body.
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***** And I do. It’s got about the best
weather on the planet, the best water skiing

(the Sacramento Delta) and the best snow
skiing (Mammoth). It’s like a gorgeous
alcoholic: enabled because of her beauty

but, without recovery, due for a premature
death.

Decades ago I compared self-
employment to employee status in
“Advantages and Disadvantages of
Being Self-Employed” (Doug Thorburn’s
Homeowner, August 1984). I had long
before decided to advocate for self-
employment, even with its serious
drawbacks and challenges (not the least
of those discussed above). It’s time to
republish the piece, with appropriate
edits and new insights:

The freedom
A primary motivating factor for be-
coming self-employed is the extra free-
dom the self-employed are perceived to
enjoy. There is no boss to answer to
(except the Consumer-King!) and there
is, sometimes, greater flexibility in the
work schedule (and sometimes not).
The fact that self-employed people
often work many more hours than do
most employees, including their own,
may be offset by the fact that many
love what they do. Since self-employed
people are the ultimate decision makers
for their business, they may feel more
“free.” They may want to be able to
blame themselves for poor decisions
and take credit for good ones, with full
acceptance of the monetary conse-
quences. Like me, many don’t like bu-
reaucracies (decades ago, I found a par-
ticular distaste for unionized workplac-
es with everyone earning the same
wage regardless of competence, as well
as for one particular company I worked
for rife with backstabbing alcoholics).

The money
Another motivating factor is the pro-
spect of having little limit to their in-
come. Most people with the greatest
earnings, with the exception of crooked
politicians and bureaucrats, are or have
been entrepreneurs. The problem in
getting there is half of all new business-
es fail in their first few years. The ones
that succeed are often only marginally

profitable and the few that become
wildly profitable usually do so only af-
ter the owner has endured years of 18-
hour days. This may be due to the
competition among the self-employed,
as well as between businesses in gen-
eral. The desire to be self-employed is
so prevalent that the supply of people
who want to be self-employed may be
greater than the demand for the prod-
ucts and services they offer. This tends
to decrease the earnings of sole propri-
etors. I have seen many self-employed
individuals take home less after busi-
ness expenses, for years, than their own
employees or if they went to work for
someone else. Yet, they remain in busi-
ness, simply to avoid being an employ-
ee.

This brings up the question of
how much self-employed people earn
compared with their employed coun-
terparts. To make a fair comparison, all
employee benefits must be included
when calculating the earnings of em-
ployees. Such benefits include retire-
ment plans, medical and disability in-
surance, overtime compensation, sick
pay, vacation pay and frequently other
benefits that larger corporations offer
employees, including employee gyms,
discounts on products and free lunches
and training. These benefits increase
the number of proprietors who would
be monetarily better off as employees.

Knowledge in many areas
Another reason for earning less than
employed counterparts is the extensive
and broad knowledge self-employed
people must have to ensure success.

Frequently, an employee must be
expert in only one specialized field. Self
-employed people, however, must be at
least good if not expert in many fields.
They need to sell their product or ser-
vice, so they have to have a good grasp
of marketing and sales. They decide
what must be purchased, how much

and on what terms, so must be decent
purchasing agents and understand the
pros and cons of countless options.
They must know what their products
cost, directly and indirectly, including
overhead and labor inputs, and know
how to analyze such costs, as a cost
accountant can best do. Being a good
marketing strategist and cost account-
ant are essential to pricing one’s prod-
ucts or services for maximum profit in
the long run.* The proprietor must
often be secretary and bookkeeper and,
as in my case, writer, publisher and
negotiator (as when dealing with the
IRS). They must be able to do all these
jobs and more, until they can afford to
hire such services, a time that usually
doesn’t arrive until after they have had
to perfect them to make their business
survive. In addition, the entrepreneur
must have a basic understanding of
finance, administration, employee rela-
tions, banking, insurance, business law
and taxation, so they’ll know when to
go to a specialist for help.

Another factor that may result in
lower overall earnings for self-
employed individuals is that businesses
have ups and downs. Business owners
feel recessions more quickly than em-
ployees, who are often somewhat insu-
lated from such business conditions
because corporations, especially larger
ones, often don’t lay off until a moder-
ate slowdown becomes severe.

In addition to all this, successful
self-employed individuals must general-
ly be self-motivated, confident and well
-organized.

Appreciation and planning
I don’t intend to deter others from be-
coming self-employed. Despite the
drawbacks, I prefer seeing as many
people as possible self-employed, if
only for reasons having to do with pay-
ing blame or credit for poor or good
decision-making and production. I

Challenges for the Would-Be Entrepreneur
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hope this helps employees better ap-
preciate and show gratitude for what
employers have gone through before
the employees were hired and continue
to experience with employees. The em-
ployee wouldn’t have the job were it
not for the employer, contrary to what
many union heads and many in govern-
ment would have us believe. I hope too
that those who wish to become self-

employed have a better understanding
for what they must do to become suc-
cessful. Too many would-be entrepre-
neurs have pie-in-the-sky dreams of
glory and money, setting unrealistic
goals for themselves which, in the end,
thwart their success. If you go into
business with full knowledge of both
potentials and pitfalls, proper planning
can help to prevent failure and ensure

success.

Epilogue: Risk taking is more prev-
alent in China than in the land of
the “free”
When I wrote this article, I never
dreamed entrepreneurs might become
an endangered species.

Firm Entry and Exit Rates in the US, 1978 - 2011

Chart recreated from a Brookings Institute paper: “Declining Business Dynamism in the United States: A Look at States and Metros,” by
Ian Hathaway and Robert E. Litan at http://www.brookings.edu/research/papers/2014/05/declining-business-dynamsim-litan.

Firm entry

Firm exit

There are many reasons entrepreneur-
ship has declined in the U.S. since the
1970s. One of these is the increase in
company size, with fewer firms selling
a larger variety of products and services
in one location, such as the “big box”
store. In one trip to a Target or Wal-
Mart, you can purchase a plethora of
items previously purchased at several
smaller stores. Larger volumes allow
them to offer lower prices; Costco, BJ’s
and Sam’s Club have excelled at this,

albeit with much less product choice. A
small micro-processor producer will
struggle to out-compete a large one
because the latter can achieve lower
prices on larger volume. Small firms
survive in niches, but there are only so
many such niches.

Another reason for the reduction
in entrepreneurship is increasing gov-
ernment intrusiveness and regulatory
hurdles. Regulations are far more volu-
minous than three decades ago; since

1993, more than 1.5 million pages of
new federal government rules, pro-
posed rules and regulations have been
published in the Federal Register (more
than 200 pages per day). This doesn’t
count the massive increase in state and
local rules. The cost of compliance may
be affordable for a large firm**; it may
be cost prohibitive for a small one,
especially when we run the risk of un-
knowingly committing felonies in the
course of our work.*** The fact that
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many start-ups no longer start out
small supports this idea.

Many owners of small firms work
more hours just to meet the regulatory
hurdles, at no pay, reducing their net
income, further reducing the numbers
of would-be entrepreneurs.

An old joke, a version of which
was found in an old Playboy magazine,
speaks to this:

“A man owned a farm in
Kansas. The Department
of Labor received a tip that
he was not paying proper
wages to his employees.
An agent came to interview
him and said, ‘List your
employees and tell me how
much you pay them.’

“The farmer said, ‘I have
one ranch hand who’s
been with me for three
years. I pay him $600 a
week plus room and board.
Then I have a cook. She’s
been here six months. She
gets $400 a week plus
room and board.’

“‘Anybody else?’ the agent
asked as he scribbled on a
notepad.

“‘Yeah,’ the farmer said.
‘There’s a half-wit here.
Works about 18 hours a
day. I pay him $10 a week
and give him chewing to-
bacco.’

“‘Very interesting,’ the
agent said. ‘I want to talk
to that half-wit.’

“The farmer repl ied,
‘You’re talkin’ to him right
now.’”

Exacerbating the trend towards
fewer entrepreneurs is high-handed
government with a penchant for a need
to control everyone and everything.
The greater the number of small, inde-
pendent businesses, the harder it is for
government to control people and re-

sources. Economic fascism**** re-
quires fewer, which of necessity means
larger businesses, which government
finds much easier to control than
countless smaller ones. The consolida-
tion and concomitant increase in size
of medical businesses and insurers is a
classic case: the percentage of self-
employed physicians, for example, de-
creased from 57% in 2000 to just 36%
in 2013 and is expected to hit 33% in
2016.

In addition, the tax code is
stacked against entrepreneurs. Dra-
matic fluctuations in income create
greater tax burdens than relatively
equal incomes from year to year. For
example, assuming 2015 tax rates and a
single filer, a sole proprietor earning
$50,000 in each of two years pays total
income taxes of $9,466 over those two
years, while one earning $100,000 in
one year and zero the next pays a total
of $16,063. One earning $75,000 in one
year who then loses $75,000 the next
pays more than $10,000 in income tax
and $10,000 in Self-Employment
(Social Security) tax in the profitable
year, while one earning zero in each
year pays nothing. Even with a Net
Operating Loss, they’re still stuck with
the $10,000 in SE tax. *****

While I prefer more small busi-
nesses, the libertarian in me suggests
that we simply leave the market alone
to do what it will: serve consumers,
whether customers, clients or patients,
in the most cost-effective and efficient
way possible. With fewer government
regulations and less intrusiveness, there
would likely be many more small busi-
nesses and, especially, start-ups, which
would create a much more vibrant
economy, thereby increasing productiv-
ity and hence living standards (aka,
wages and net incomes).

Our economy has been sluggish,
with stagnant living standards, for
years. If the United States is to remain
a world leader and its citizens’ incomes
are to rise, the economy needs to be
freed up, not increasingly strangled by
people who think they know how to
live our lives and spend our earnings
better than we do.

* An all-too-common problem is pricing
products or services too low for long-term
business sustenance, as if afraid to earn a
profit. Many people are emotionally at
odds with maximizing profit, despite the
fact that doing so in the long run is not
only good for the proprietor, but also for
society—they stay in business and, if the
profit is perceived to be too large by would
-be competitors, more competition is at-
tracted and the supply of the product or
service increases.

** Daniel Hannan, a Member of the Euro-
pean Parliament, recently said: “The big-
gest surprise to me, when I was a newly
elected MEP was the extent to which these
giant corporations wanted more regulation.
I had supposed, being elected as a con-
servative that being private enterprises,
they would want freedom of action. I was
disabused of that within a week of arriving.
They love regulation because they can af-
ford the compliance costs more easily than
their smaller rivals. They have captured the
Brussels machine and used it to raise barri-
ers to entry, very good [news] for the cartel
of established multinationals, very bad
news for the innovator, the startup, the
entrepreneur.”

***Harvey Silvergate makes a good case in
his book, Three Felonies a Day: How the Feds
Target the Innocent, that because of the mas-
sive number of laws we live under and their
pervasive vagueness, all of us have un-
knowingly committed felonies, even if the
“three” is hyperbole.

**** Economic fascism is not Nazism.
Fascism is a system in which government
controls the means of production without
claiming outright ownership. As
econlib.org puts it, it’s socialism with a
capitalist veneer. By this definition, we live
in a largely fascist country of which Musso-
lini would be proud. For a terrific discus-
sion of fascism in all its forms, see https://
fee.org/articles/economic-fascism/.

***** I ran calculations for the $1 billion
loss that Presidential candidate Donald
Trump suffered in 1994 and found that,
assuming he used the Net Operating Loss
carryover rules (as he should have) and
earned $1 billion in each of the following
two years, his overall tax, using today’s tax
rules, would be $57 million greater than if
he had earned a third of a billion in each of
those three years.


