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Praise for Are the Rich Necessary?

A Library Journal

BEST BUSINESS BOOK OF THE YEAR


“Worth reading aloud on a family vacation.”

–Gene Epstein, Barron’s

“… A tour de force of economic thinking. ‘Are the rich necessary?’ Hunter Lewis asks. The short answer is ‘yes,’ because whom else would we have to make fun of?

–Arthur Segel, Professor of Management Practice, Harvard Business School

“Great reading.”

–Publishers Weekly

“Lewis… is skilled at boiling down arguments to their most concise, and his sharp analysis employs highly accessible prose.”

–Publishers Weekly

“[An] original and stimulating book,…”

–Lord Rothschild (Jacob)

“Hunter Lewis’s new… book prompts the reader to question his or her assumptions about the economy and social good.”

–Kathryn Fuller, Chair of the Board, Ford Foundation

“Carefully weighing the pros and cons of big-think economic issues…

–Justin Ewers, U.S. News & World Report

“Highly readable… [with] punchy… argument[s].”

–Harvard Magazine

“Goes back to the basic[s]… of economics.”

–Daljit Dhalival, ABC News

“Creative.”

–Boston Globe

“Interesting… refreshing.”

–Thomas Kostigan, Market Watch (Dow Jones)

“This highly readable book would be an excellent gift for anyone…. I am going to pass my copy along to my sons.”

–George C. Leef, Foundation for Economic Education.

“Provocative.”

–Mike Schneider, Bloomberg Television

“The ‘rich question’ is the issue on which economics was founded.”

–Mark Thornton, LewRockwell.com

“Pits the likes of Al Sharpton against Milton Friedman. Fair fight.”

–Jesse Eisinger, Conde Nast Portfolio

“Hunter Lewis’s excellent book differs from nearly all other books on economics. Most books defend a particular point of view…. Lewis instead presents the arguments both for and against… [a position], allowing readers to judge for themselves.

–David Gordon, The Mises Review
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Part One The Central Economic Problem





1 Why Are We Still So Poor?

IF YOU PUT $10 IN a bank account and earn 3% interest, the money will double every twenty-five years. Even after a long lifetime, you might have only $30 or $40 dollars. “No way to get rich,” you are thinking.

But humanity goes on. Imagine that the bank account kept on doubling every quarter century for 1,000 years. The original $10 would then have grown to a sum worth over two times the world’s total wealth today.

Compounding money over long periods of time produces fantastic results. So why has humanity not done better? The reason is simple. Throughout human history, capital has been created, capital has been destroyed, over and over. Compounding has hardly had a chance to start, much less reach the magic of multiplying large numbers.

There are a variety of reasons for this: natural disasters such as disease and weather-related famine, an inability to trust each other, theft or fear of theft, war, and other human follies. But there has also been almost complete intellectual confusion about how to organize ourselves to end poverty and deprivation.





2 Economic Arguments

MOST ECONOMICS TEXTBOOKS downplay arguments. They do not want to leave an impression that nothing is settled, that the entire field is in a state of chaos. In contrast, this book will present a series of fundamental economic arguments. These arguments are fundamental in the sense that they underlie many other, perhaps most other economic quarrels. For example, the question “Are the rich necessary?” underlies many of the most contentious issues about how the government should intervene (or not intervene) in the economy.

In presenting these fundamental economic arguments, the author of this book has tried to avoid taking sides. Only the reader can judge the success of this effort to stand back from the economic battlefield, and the verdict is not likely to be kind. But, in every case, both sides of the argument are covered, first one side, then the other. To borrow super-lawyer Robert Strauss’s quip, the object has been to “teach it flat and teach it round” and then let the reader choose.

As the book progresses through the arguments, some of the debating points may appeal to our emotions, some to logic, some to “common sense,” which usually reflects our practical experience. Some may be simple, others complex. If a point of view is complex, it may get more space.

Unequal space for contesting points of view may strike some readers as a betrayal of the author’s intention to try to avoid taking sides. Should not the “equal time” doctrine applied to commercial broadcasts of political debates in the US also apply here? But, in this case, we are not dealing with candidate A versus candidate B. We are dealing with ideas, some simple, some complex. A rigid, Procrustean, one-size-fits-all approach will not help us to understand them. In any case, simple (and brief) ideas are often more persuasive than complex (and wordy) ones.

The order in which arguments are presented may also trouble some readers. Is it favoritism to present an argument first? Or, conversely, last? As a general rule, the side with simpler arguments has been presented first.

It goes without saying that the author of this book has his own ideas like anyone else. Nonetheless, the principal purpose of this book is not to propagate a particular set of ideas. It is instead to present a variety of conflicting economic ideas and arguments, so that the reader can better understand the issues, and then decide.

One final point should be made before embarking on the arguments. People tend to be very passionate, if not about economics, then about some of the issues related to economics, eg. political issues such as whether the rich should pay more in taxes. It is easy, in the midst of all the passion, to conclude that one’s opponents are “dumb,” selfish, or evil.

I have found many a social, political, or economic idea to be, if not “dumb,” then at least impractical or illogical. But, even so, more often than not I have found myself sympathizing with the ideals that may inspire it. Indeed, I believe that if we take the trouble to look beneath the surface of clashing social, political, or economic ideas, we will generally find some associated ideals on most sides that are inspiring, and others that are at least worthy of respect. I will return to this theme in the last few chapters of this book.






Part Two The Rich






3 Are the Rich Necessary?—No

ON ONE LEVEL, this might seem to be a foolish question. Large-scale human societies have never been run on a truly share–and–share–alike basis. Even the Russian Communists, who espoused such principles, completely failed to live up to them. If the rich have always been with us, they probably always will be with us, so why concern ourselves further?

In fact, however, the role of the rich is and should be hotly debated. People referred to as “egalitarians” or “equalitarians” (we shall use the latter term) want to get rid of them, or at least reduce the extremes of wealth and poverty. If we cannot eliminate the rich entirely, they say, can we not at least tax the rich to help the poor?

The equalitarian case against the rich may be summarized as a series of arguments:


Argument 1: The rich are essentially parasites.

A student working as a summer farmhand explains:


I had been on the baler all day, the usual ten hours. The Nevada sun was hot, and the work was dusty. As usual, Mr. Phelps [the farm owner] had been cruising around, checking on us from his air-conditioned, white Lincoln Continental. We were sweating for just over minimum wage. He wasn’t working, but he was making the profits. It… didn’t… look fair… to me.1





Argument 2: Wealth causes poverty; without rich people there would be no poor people.

Political commentator George Will thinks this argument absurd: “People are not hungry in Bombay [now Mumbai] because people are well-fed in Boston.”2

But Argument 2 cannot be dismissed so readily. The fact remains that if the top one percent of American earners gave away half their net income after tax to charity, and those funds went directly to the American poor, poverty as defined by the government would be eliminated. It is true that these same funds spread globally would barely dent the problem. There is an especially acute moral dilemma sorting out national versus international claims, since the global poor have so much less than the American poor. But the observation that desperately poor people need more money, and that others are awash in money, is indisputable.



Argument 3: The problem is not simply that very rich people do not share adequately with the poor.

The larger problem is that the rich steal from or exploit the poor, that, as Proudhon said, “property is theft.”3

The book of Isaiah in the Bible tells us that “The spoil of the poor is in your houses; what mean ye that ye crush my people, And grind the face of the poor? Saith the Lord, God of hosts.”4

Each generation rediscovers this idea anew. As heiress Abby Rockefeller, a great-grandchild of John D. Rockefeller, Sr., has written:


That riches and poverty were interwoven, that one fed on the other, that the many suffered because of the few; that good and bad fortune were inextricably linked—this was new for me. It was compelling.5



The notion that rich people and their corporate agents grind poor people into the ground, exploit them, steal from them, deny them decent living standards or healthcare, or otherwise abuse them, may be articulated at the national as well as the personal level. Monsignor Alfonso Lopez Trujillo, Secretary General of the Latin American Bishops’ Conference, has written that “the United States and Canada are rich because the peoples of Latin America are poor. They have built their wealth on top of us.”6

Julius Nyerere, long-time president of Tanzania and respected leader of the “Third World” during the US–Soviet Cold War, suggested that the economically advanced “First World” faced a choice between reparations and revolution:


In one world, as in one state, when I am rich because you are poor,… the transfer of wealth from the rich to the poor is a matter of right. It is not an appropriate matter of charity.7



Ronald J. Sider, equalitarian author of Rich Christians in an Age of Hunger, agrees with Nyerere’s diagnosis but not his prescription of rich countries giving away far more money. Sider thinks that it would be better for the West to acknowledge that its wealth has been taken from others, then reduce its need for wealth by leading a simpler, less extravagant lifestyle.8






4 Are the Rich Necessary?—Yes

THE EQUALITARIAN CASE against rich people is compelling. Questions of exploitation aside, why shouldn’t the rich share what they have with the poor? But it is time to turn to other voices and listen to what they have to say:


Argument 1: Our economy needs rich people precisely because they are rich.

The basic idea is as follows. Everyone—rich, middle class, or poor—benefits from an expanding economy. An economy expands by becoming more productive. We become more productive by learning how to produce more and more, better and better, with the same number of workers. Productivity increases as we give workers better tools. In order to afford these tools, we need to put away some of what we make each year. That is, we need to save, so that we can invest the savings in the tools we need.

The problem then arises: how to induce people to save? The poor cannot be expected to save, because they need every dollar for basic needs such as food and shelter. Middle class people will save something for emergencies, children’s education, or old age. But they have many immediate needs and desires, and in any case their savings will eventually be consumed, especially after retirement. The rich, however, are different. They have so much money that, in aggregate, they simply cannot spend it all. They are, in effect, forced to save.

As economist Wilhelm Röpke has explained,


The notion of the rich gluttonously stuffing themselves is inexact, the stomach capacity of most individuals being approximately the same. Of course, the larger… a [person’s] income, the greater will be [the] consumption of luxury goods…. But even such luxury wants [cannot] absorb the whole of a very large income. The result is that the unspent portion of the very large income is saved.9



Historian Paul Johnson comments further:


As people who acquire riches quickly discover, once you are well-fed, clothed and housed, you have to spend your money on competitive ostentation—or save it. Either choice brings problems and worries…. [In any case,] amassing wealth has nothing to do with happiness.10



Of course, one can decide that the state will take over the saving and investment function by taxing away the rich person’s wealth. But the problem quickly arises that the state, unlike rich people, never runs out of things to spend money on. Moreover, public officials are like other people: they prefer to spend rather than save, and there is no way to compel governments to become savers, since governments by definition control the social instruments of compulsion. In the case of the Soviet Union, the government chose to spend larger and larger sums on weapons, and that money could not simultaneously be used for productive investment.

Just how important is savings and investment? In the first place, it is precisely the failure to save and invest, and to protect savings, that has kept humanity so poor. In the second place, it may be argued that our very lives depend on the steady increase in our capital. As economic writer Henry Hazlitt has pointed out,


Aside from the notorious fact that the condition of the masses is enormously better than it was… before the Industrial Revolution…, there is the still more notorious fact that the population of the world since then has increased [many-fold]. It was capital accumulation that made this possible. This means that… [many] of us owe our very existence to the savings and investments of our forebears.11





Argument 2: There cannot be too much saving if it is invested properly.

Some economists have responded that the rich save too much and spend too little, that jobs would be more plentiful and everyone would be better off if money came out from under mattresses and circulated more freely. This would be true if the rich really kept their money hidden in mattresses. But the lure of earning interest or capital gains usually ensures that money circulates whether it is spent or saved. If a rich person buys a yacht, this creates jobs for yacht-makers. But if, instead, the rich person buys some shares of stock from a company, and the company then uses the money to build a plant, there will also be more jobs for plant construction workers as well as plant workers.

In terms of immediate new jobs created, spending and investment are equivalent. But there the similarity stops because investment spurs productivity, which leads to economic growth, which creates new jobs for the future.

Henry Hazlitt again:


Contrary to age-old prejudices, the wealth of the rich is not the cause of the poverty of the poor, but helps to alleviate that poverty. No matter whether it is their intention or not, almost anything that the rich can legally do tends to help the poor. The spending of the rich gives employment to the poor. But the saving of the rich, and their investment of these savings in the means of production, gives just as much employment, and in addition makes that employment constantly more productive and more highly paid, while it also constantly increases and cheapens the production of necessities and amenities for the masses.12

The rich should of course be directly charitable in the conventional sense to people who because of illness, disability or other misfortune cannot take employment or earn enough. Conventional forms of private charity should constantly be extended. But… those who truly want to help the poor will not spend their days in organizing protest marches.13

The most effective charity on the part of the rich is to live simply, to avoid extravagance and ostentatious display, to save and invest so as to provide more people with increasingly productive jobs, and to provide the masses with an ever-greater abundance of the necessities and amenities of life.14





Argument 3: The rich have vital work to do too, and if they shirk it or do it badly, they will lose their money.

A superficial reading of Hazlitt might suggest that the rich are rather like the modern, constitutional monarchs of Britain. Their job is simply to be there, they can be as passive as they wish, although they can be more virtuous by living simply and restraining a taste for luxury, avoiding useless status displays, and especially refraining from destroying wealth wantonly or burying it in graves, as has been commonly done throughout human history. But this would be a misreading.

Hazlitt expects more of the rich. He expects them to work, preferably to work intelligently and hard, but at least intelligently, and to earn their keep, not only by saving and investing, but by investing wisely. This can sometimes be accomplished by hiring others to make decisions, in which case the rich are investing in other people rather than directly in businesses. But however the rich do their investing, it is the results that count. If the present guardians of social savings invest well, as measured by business profits and economic growth, they deserve to stay rich or become even richer. If they invest poorly, the system will quickly take their savings away, as it should.

The problem of quality, as opposed to quantity, of investment lies at the heart of economics. But it has received surprisingly little attention from modern economists. Only a rare text focuses on the importance of making sound investments, even though quality arguably matters much more than quantity of investment in producing economic growth.

Economics textbooks generally do recognize the importance of innovation and risk-taking in the economy, which is another important facet of rich people’s investment job. Governments can also, of course, supply risk capital, but rich people arguably do it better because their investment decisions are less politicized, their cash is less bureaucratized, and their sheer numbers increase the




Argument 4: The charge that the rich can only make others richer through a “trickle-down” process is false.










Argument 5: What would actually happen if the government decided to seize rich people’s assets entirely in order to give them to the poor?




Argument 6 (Response): Are The Rich Necessary?—No.
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