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               		“In the past decade, we have lived in the world of Atlas Shrugged predicted. The misunderstanding of functions of business and the naive confidence
               in the effectiveness of collectivism seem all too familiar to students of Rand. Yet
               Rand’s own views are often caricatured and distorted by both the media and academics.
               This book is a marvelous corrective to that slander, and an illustration of how Rand’s
               diagnoses of social problems are more relevant than ever before. The book presents
               an all-star cast of commentators and scholars, with experience in business, economics,
               and philosophy. This the right book, at the right time.”—Michael C. Munger, director of PPE Program, Duke University
               	
            

            	

            	
            
               		“Ayn Rand has often been associated with economic and business concepts such as
               capitalism, laissez-faire, and entrepreneur. Despite this close association with economic
               and business concepts, Rand’s insights into economic and business activities have
               barely been documented. With this volume of essays, we finally have a sustained and
               serious accounting of Rand’s reflections on the nature of commerce. This volume is
               not only a welcome addition to Rand scholarship, but a useful tool for those interested
               in the workings and possibilities of a commercial order.”—Douglas Den Uyl, vice president of educational programs, Liberty Fund Inc.
               	
            

            	

            	
            
               		“In Perspectives on Ayn Rand’s Contributions to Economic and Business Thought, Edward W. Younkins provides us with one stop shopping for economics and business
               in Rand’s works. This compilation of previously published articles will be a valuable
               resource for anyone interested in the moral foundations of capitalism. One common
               theme among the articles is that business improves our world and leads to human flourishing
               by creating win-win relationships, a lesson that is especially relevant for today,
               and one that is unfortunately missing from most business and economics programs.”—Michelle Albert Vachris, Virginia Wesleyan University
               	
            

            	

            	
            
               		“Ayn Rand’s novels frequently showcase ideas about economics and the differences
               between ethical and unethical business management. This new volume edited by Edward
               W. Younkins collects a variety of scholarly essays on these themes and their portrayal.
               Younkins has once again done a thorough job making sure that the best writing is brought
               to bear on the widest variety of issues. This collection will greatly enhance students’
               understanding both of business ethics and of the role of government in the economy.”—Aeon J. Skoble, Bridgewater State College
               	
            

            	

            	
            
               		“If you want an expert on Ayn Rand’s ideas on economics and business, then Edward
               W. Younkins is your man. He is the maven in this field. He has done more excellent
               work on this topic than perhaps any other scholar on the planet.”—Walter E. Block, Loyola University New Orleans
               	
            

            

            	
            
               		“Reading the introduction to Perspectives on Ayn Rand’s Contributions to Economic and Business Thought makes one want to go back to the bookshelf and start rereading her classic works.
               Each of the chapters is insightful and written in a way that can be appreciated by
               both the layman and the expert. It will make an excellent required or recommended
               reading for any number of classes, including introductory economics, public choice,
               philosophy, business ethics, and marketing. Whether one is a student, professor, or
               general reader, this book will be a fun and informative read. I recommend it whole
               heartedly.”—Gary Wolfram, Ph.D., William Simon Professor of Economics and Public Policy, Hillsdale
                  College
               	
            

            	

            	
            
               		“Writers are always advised, ‘Show, don’t tell.’ Smith, Mises, and many textbooks
               tell us what we need to know about economics. More so than almost any other novelist,
               Ayn Rand shows us economics in action—entrepreneurship, the difficulty of building an enterprise,
               the burden of regulation, rent-seeking and cronyism, inflation, and of course ethical
               challenges in commercial life. This book helpfully examines why and how Rand’s works
               can be useful in teaching economics.”—David Boaz, Executive Vice President, Cato Institute
               	
            

            	

            	
            
               		“In March 1990, I was the chief executive of a real-estate development operation
               in Brazil with 2,500 employees in the weekly payroll when the government froze all
               bank deposits in the country for three years, similar to the railroad bonds moratorium
               in Atlas Shrugged. Luckily, I had read the book and I knew what to do. That is a good example of Ayn
               Rand giving context for her readers to understand business and economics and to strive.
               This must-read book goes a step further, giving new insights on how to apply Rand’s
               ideas to make sense of business and economics.”—Leonidas Zelmanovitz, Liberty Fund Senior Fellow
               	
            

            

            	
            
               		“Edward W. Younkins brings together diverse voices to demonstrate the enduring importance
               of Ayn Rand to economic and business education. Perspectives on Ayn Rand’s Contributions to Economic and Business Thought is an indispensable resource for teachers and students who wish to add a literary
               element to courses that too often lack creativity and imagination.”—Allen Mendenhall, Faulkner University Thomas Goode Jones School of Law
               	
            

            

            	
            
               		“Younkins has done it again. What he did in 2007 by assembling a group of essays
               on Atlas Shrugged, he has done now in putting together a collection of articles on the topics of economics
               (first nine chapters) and business (last seven chapters). Not only do the essays cover
               all essentials of these two disciplines, but they do it with a depth that one has
               come to associate with the finest of Objectivist scholars. If you are interested in
               these two subjects , then this is the anthology that must be in your possession. I
               cannot recommend this book too highly. Bravo Edward W. Younkins et al.”—Fred Seddon, author of Ayn Rand, Objectivists, and the History of Philosophy
               	
            

            

            	
            
               		“This book discusses the novels and philosophy of Ayn Rand. The chapters on Rand’s
               novels demonstrate why Rand continues to inspire new generations of business and economics
               students with her exalted view of business and an unparalleled ability to dramatize
               the interconnections between economics and every other aspect of human life. The chapters
               on Rand’s philosophy demonstrate why Rand cannot be dismissed as a mere popularizer
               of Austrian economics and is, in fact, a significant and serious thinker in her own
               right. This book will be of particular interest to instructors in business ethics
               and the philosophy of economics.”—Robert White, Dean of Faculty, American University in Bulgaria
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      Foreword

      
         
         John A. Allison

         
      

      
      Atlas Shrugged changed my life. I read the book as a senior in college. At that point I had taken
         numerous business and economics courses and earned all “A”s on the courses. Yet, I
         did not understand business or economics until I read Atlas Shrugged.
      

      
      A business education tends to be primarily technical. One learns finance theory, marketing
         theory, accounting, microeconomics, and the like. However, the incredibly important
         component that is missing is context. Business is typically presented as an amoral
         activity even in business schools. Of course, in liberal arts departments business
         is often viewed as immoral or, at best, a necessary evil. There is practically no
         discussion in business schools of the fundamental question “Why Business?” Is business
         by its very nature inconsistent with the best aspects of human nature? Or does business,
         properly practiced, tap in to fundamental human attributes to create a better world?
         What are the essential ethical considerations that are necessary for business leaders
         to contribute to human flourishing?
      

      
      Atlas Shrugged offers thoughtful answers to these critical questions by demonstrating the power
         of a clear sense of purpose and an unwavering commitment to ethical behavior as the
         means to organizational success and personal happiness. It also concretizes the destructive
         nature of unethical behavior.
      

      
      There is strong scientific evidence that most individuals learn more effectively through
         stories. Atlas is a great story. It is a memorable story. It is a story about the creative power
         of the human mind and the extraordinary negative consequences that occur when individuals
         are not allowed to think for themselves—are not allowed to be free.
      

      
      The heroes and villains in the novel are bigger than life. They are not presented
         naturalistically but rather are illustrated as logical extensions of the impact, for
         better or worse, of fundamental ideas concretized in human action. The reader can
         grasp how a compromise between good and evil is often damaging to society and self-destructive
         to an individual.
      

      
      Before I read Atlas, I viewed business as interesting but not inspirational. Atlas inspired me. It clearly proved that business, when performed ethically, is noble
         work. Business is the act of innovation and production. There cannot be any redistribution
         without innovation and production. Without innovation and production there cannot
         be any progress.
      

      
      When I joined BB&T in 1971, it was a small, eastern North Carolina farm bank. The
         bank had started hiring college graduates, but there was no management development
         program. One of my first jobs was to help create such a program. A requirement in
         the program was for every participant to read Atlas. Unquestionably, this requirement had a significant positive impact on the quality
         of leadership at BB&T. Most management associates did not fully understand or agree
         with all the concepts in the book (especially Rand’s view of religion). However, they
         were inspired to see ethical, successful, and impactful business leaders. It enabled
         them to grasp how business, when done properly, makes the world a better place to
         live.
      

      
      During my tenure as chairman and CEO, BB&T grew from $4.5 billion to $152 billion
         in assets to become the tenth-largest financial holding company headquartered in the
         United States. The bank is one of the very few large financial institutions that weathered
         the recent financial crisis without a single quarterly loss. Our employees rightly
         attributed this success to the ethical principles by which we ran our business—The
         BB&T Philosophy. This philosophy is based on the virtues and values defined in Rand’s
         fiction and nonfiction, as applied to business.
      

      
      When I was CEO, BB&T sponsored sixty-two programs on the “moral foundations of capitalism”
         at universities in our market area. The programs generally offered a course in which
         Atlas Shrugged or other works by Rand were included in the syllabus. Intellectuals with ideas completely
         opposed to Rand were also read.
      

      
      At its peak, 25,000 students a year participated in some aspect of the BB&T programs.
         The courses were consistently rated as outstanding by students. Thousands of the students
         described the courses as life-changing experiences even though they often disagreed
         with aspects of Rand’s philosophy. Many participants commented that the courses had
         caused them to reflect on fundamental ideas and was what they had expected all of
         their college courses to be like.
      

      
      You do not need to fully agree with Rand to understand that her world view deserves
         to be examined.
      

      
      Her works demonstrate that ethical business leaders are heroic. In today’s culture,
         this positive vision of business is desperately needed, especially by students who
         will be future business leaders.
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      Introduction

      
      
      Over the years, economists and businesspeople have been among Ayn Rand’s most devoted
         admirers. They have often and enthusiastically cited her novels and nonfiction writings
         as influential. Her work offers insightful lessons for economists, managers, and entrepreneurs.
         This volume addresses the economic and business aspects of her writings. The contributors
         to the anthology are from a variety of fields, and all of them are enthusiastic supporters
         of her ideas. Nearly all of the chapters have previously appeared in a variety of
         journals, and all of the authors are well-published scholars. Because these chapters
         were previously published in a number of different journals, a variety of different
         citation styles will appear in this compilation. This book includes many of the best
         articles on Ayn Rand’s ideas on economics and business to date.
      

      
      Ayn Rand wrote and lectured on economic concepts and topics. The first nine chapters
         in this collection explore her fictional and nonfictional writings in order for readers
         to appreciate her economic insights. Rand’s writings provide a solid grounding for
         issues such as supply, demand, exchange, price, value, and so on. They supply compelling
         literary and nonliterary treatments of both proper and improper economic laws, principles,
         concepts, issues, and themes. Overall, Rand has provided an excellent defense of an
         unregulated market system in which private property and the price system work to coordinate
         the mutually beneficial exchange of activities of individuals. Interference with the
         price system leads to distortions in the allocation of resources. For Rand, the facts
         of reality give rise to the science of economics.
      

      
      These chapters on Ayn Rand’s economic ideas can be successfully integrated into college-level
         economics classes. They can provide a stimulating springboard for economic debates
         and can broaden students’ understanding of fundamental economic issues. As teaching
         tools, they can illustrate sound economic ideas.
      

      
      Ayn Rand also wrote about business, the people who create businesses, and the individuals
         located in the world of business. She championed industrial processes and producers
         and also embraced the potential of future new technologies. Rand distinguished between
         authentic businesspeople (producers) and inauthentic businesspeople (looters) and
         between money-makers and money-appropriators. The next seven chapters in this anthology
         examine the implications and applications of Rand’s thinking for the business reader.
         They show how her ideas and concepts can be applied to a business career and in the
         management of organizations.
      

      
      In the opening chapter, Sam Bostaph explains Ayn Rand’s economic thought as expressed
         in her nonfiction and fiction writings. He concludes that Rand’s formal knowledge
         of economics was relatively limited and that her case for the free market economy
         is almost entirely ethical and political. Nevertheless, her insight into the complexity
         of such an economy was acute, and her view that true human flourishing is only possible
         in a laissez-faire context rested on the recognition that it is the only context that
         can completely liberate the creative potential of the human mind.
      

      
      In his chapter, Brian Simpson uses Ayn Rand’s theory of rights, concepts, and ethics
         to assess the validity of externality theory. His analysis represents a radical departure
         from mainstream analysis of the theory. While a few economists have come to similar
         conclusions about the theory, none provide the comprehensive analysis of externality
         theory that he provides. His chapter incorporates a number of clarifications and expansions
         on his earlier writing on the subject. Simpson’s analysis focuses primarily on the
         use of externality theory as a basis for claiming that markets fail. It is claimed
         that because of the existence of externalities, the free market will provide too much
         or too little of certain goods and that the government must step in and use taxes,
         subsidies, or restrictions on the provision of the good, or take over the production
         of the good entirely to remedy the situation. These conclusions do not hold if one
         performs a comprehensive analysis of externality theory. If one does this, one will
         see economically, politically, ethically, and epistemologically why externality theory
         does not provide a valid critique of the market. In fact, Simpson shows why the free
         market succeeds with respect to externalities.
      

      
      The effective teaching of the principles of economics requires both a clear presentation
         of the logic of economic argumentation and the evidence of economic forces at work
         in the real economy. One of the most effective ways to communicate these principles
         is through the telling of a memorable story. The skillful telling of economic history
         is one way to accomplish this, but so is the use of literature. Ayn Rand’s novels
         are a prime example of how an economically literate author can construct meaningful
         and memorable stories that illuminate the principles of economics and political economy.
         In his chapter, Peter Boettke argues that Atlas Shrugged is the most economically literate work by a major novelist in the history of literature
         and explains that the economic principles Rand’s novel communicates include rewards
         for productive efficiency and innovation, the benefits of trade, and the destruction
         of production and the distortions in exchange relationships that result from government
         intervention in the economy. Boettke observes that Rand illustrates and explains the
         basic principles of public choice economics, including the concentration of benefits
         on the organized and informed and the distribution of costs among the unorganized
         and uninformed. 
      

      
      In her chapter, Emily Chamlee-Wright describes her use of Ayn Rand’s Atlas Shrugged in an undergraduate comparative systems course. She argues that the novel is the
         ideal vehicle for cultivating the “economic imagination” (i.e., the ability to see
         the systematic outcomes that emerge under different political economic rules of the
         game). She argues that the novel is particularly well suited to animate discussions
         of essential comparative systems topics, including Marxism, phenomena associated with
         the soviet-type economy, and fascism. Finally, drawing upon student writing, she argues
         that the tensions between Rand’s epistemology and Austrian economics are productive
         in conveying Austrian insights regarding the extended order.
      

      
      In her novel, Ayn Rand makes a strong argument for an economy based on free enterprise
         without government interference. The book, published sixty years ago, remains a bestseller.
         Calvin Kent and Paul Hamilton relate how Atlas Shrugged has been successfully integrated into an economics course. Seven current economic
         topics are covered, with illustrations from the novel and the counter-arguments of
         others. These topics include: the role of government, taxes, income distribution,
         the role of the entrepreneur, labor contracts and too-big-to-fail, business cycles
         and government intervention, and public choice economics.
      

      
      According to Richard Salsman, “economics is widely regarded today as dry, lifeless,
         and boring,” but it needn’t be, he says, if true economic principles are conveyed
         dramatically. False principles, or overly technical treatments, which he finds are
         all too common in today’s textbooks, aren’t easy to digest; economics then becomes
         tedious. Salsman believes a proper economics presents the many ways and means of material
         human comforts and highlights the inventors, engineers, and entrepreneurs who make
         it all possible, in the process boosting living standards. That’s dramatic. In Atlas Shrugged, he explains, the reader can painlessly absorb sound economic principles while enjoying
         the high drama of fascinating characters in a fast-paced plot. He identifies seven
         crucial topics or economic principles that are dramatized in Atlas Shrugged: the source of wealth, the role of the businessman, the nature of profit, the essence
         of competition, the results of production, the purpose of money, and the spirit of
         Atlantis (the book’s ideal society). “Whereas modern economics is boring because it
         ignores the facts of reality,” he writes, “Atlas Shrugged is exciting because it identifies those facts. The book dramatizes (among other things)
         the reality-based principles of economics.” In short, “Rand takes us where no modern
         textbook can.”
      

      
      My chapter provides a summary of economic issues found in Atlas Shrugged. It discusses the role of individual initiative, creativity, and productivity in
         economic progress as illustrated in the novel. It also describes the novel’s depiction
         of the benefits of trade and the destruction of exchange relationships and production
         that results from government intervention in the economy. Rand included a great many
         valuable insights about money in the novel’s famous money speech. In addition, the
         book analyzes Galt’s Gulch as a free market economy. I contend that the novel is,
         in part, a treatise on economics providing a literary treatment of proper economic
         principles.
      

      
      Bryan Caplan analyzes the parallels between Atlas Shrugged and Public Choice theory, the economics of democratic policy-making in which politicians
         maximize votes and in which crony capitalist businessmen cooperate with government
         to the detriment of consumers and the general public. Rand’s understanding of public
         choice type ideas and her plot developments showing public choice efforts at work
         in the novel occurred well before there was a field of Public Choice economics. Public
         choice topics such as rent-seeking and incentives of politicians are illustrated throughout
         Atlas Shrugged where we observe businesses using government power to damage competitors for short-term
         gains while larger losses are dispersed throughout society. The “aristocracy of pull”
         and the trading of favors are well-illustrated in the novel. Caplan explains that
         each of the laws in Atlas Shrugged has the following elements: (1) a public interest rationale; (2) advocating interest
         groups with an unseen financial agenda; and (3) negative consequences for the general
         public.
      

      
      The chapter by Steven Horwitz argues that Ayn Rand developed a great number of valuable
         insights about money in Francisco d’Anconia’s “money speech.” According to Horwitz,
         Francisco explains that (1) money is made possible only by men who produce; (2) money
         is a tool of exchange that presumes productive people and the results of their efforts;
         and (3) wealth is the source of money. Money is the effect, rather than the cause,
         of wealth. Money thus symbolizes production that has already taken place and that
         has been judged as valuable by other individuals. Production requires the use of reason,
         and productiveness is a virtue. Horwitz also points out Francisco’s explanation that
         money is, or should be, an objective standard of value tied to reality in order to
         act as an integrator of economic values and that such a standard requires an objective
         commodity such as gold.
      

      
      In my second chapter, I discuss how Atlas Shrugged is very much a novel about business and entrepreneurs. The purpose of this chapter
         is to describe Ayn Rand’s treatment of commerce and entrepreneurs in the novel. The
         chapter begins with an explanation of how Atlas Shrugged demonstrates that wealth and profit are creations of the human mind. The next section
         compares, at a general level, the worldviews of the novel’s business heroes and villains.
         This is followed by an in-depth analysis of the novel’s main business protagonists—Dagny
         Taggart and Hank Rearden. The next part provides capsule summaries of other Atlas Shrugged business characters. The last section supplies an account of how Atlas Shrugged is used in college-level business courses.
      

      
      In his offering, Edwin Locke focuses on the business heroes in Atlas Shrugged, such as Dagny Taggart, Hank Rearden, Ellis Wyatt, and Ken Danagger, and the traits
         that made them great. He emphasizes the fact that they are moral heroes by highlighting
         the virtues that they possess. The traits they embody that make successful production
         possible include focus on reality, ability and confidence, independence, vision and
         purpose, passionate love of wealth creation, commitment to tenacious action, justice,
         and motive power and the profit motive. Atlas Shrugged’s heroic wealth creators are individuals of superior ability who possesses their
         goals relentlessly in the face of obstacles, opposition, setbacks, and failures. They
         possess all of the Objectivist virtues, including rationality (the primary virtue),
         independence, honesty, integrity, justice, productivity, and pride—the total of the
         preceding virtues that can be thought of as moral amibitiousness.
      

      
      Applied sciences derive their basic principles from the more fundamental sciences
         on which they depend. Engineering rests on physics and chemistry, medicine on biology,
         and the applied science of marketing rests on psychology and economics. All sciences,
         in turn, rest on philosophy, specifically epistemology, for the validity of their
         premises. Philosophy since Kant, however, has failed to define a theory of universals
         and therefore to validate scientific induction. Logical positivism and logical empiricism
         have attempted to preserve the integrity of science by using statistical projection
         as a substitute for scientific generalization. And since the 1950s, the field of marketing
         has experienced a considerable debate over what constitutes its theoretical foundation.
      

      
      Ayn Rand’s theory of concepts has not been given a hearing. Jerry Kirkpatrick’s chapter
         presents the essence of her theory and applies it to marketing to suggest the proper
         methodology for theoretical research in applied human sciences and a new definition
         of marketing. By identifying concept-formation as a mathematical process and demonstrating
         that the essence of a concept is objective, rather than intrinsic or subjective, Rand
         claims to have solved the “problem of universals” in philosophy and to have paved
         the way for the validation of scientific induction. This holds profound implications
         for marketing theory.
      

      
      Many ethicists hold that business is essentially amoral or immoral. Such thinkers
         typically incorporate a philosophical premise: that conflicts of interest are basic
         to the human condition. That premise in turn is defended by claims that (a) scarce
         resources or (b) innate human badness or sinfulness put us in fundamental conflict
         with each other. Those on the political “left” more often argue for (a), while those
         on the political “right” more often argue for (b). In Ayn Rand’s system of ethics,
         by contrast to both, the assumption of fundamental conflict is rejected. Rand emphasizes
         the power of human reason to shape one’s character and beliefs—thus rejecting the
         assumption of zero-sum sinfulness—and it makes fundamental reason’s power to develop
         new resources, thus rejecting the assumption of zero-sum scarcity. Consequently, the
         cultivation of win-win social relationships is more fundamental to ethics than is
         the management of conflict. In this chapter, Stephen Hicks applies Rand’s radical
         perspective to key issues in business ethics and argues that business is essentially
         moral, in contrast to those who assume its basic amorality or immorality.
      

      
      According to William Kline, Ayn Rand’s The Fountainhead is a powerful vision of both business and ethics in which business is an art embodying
         the substantive style of the professional. Too often style is overlooked as meaningless
         puffery. Yet, there is an aesthetics to style: One can do something beautifully, or
         one can do the same thing in an ugly manner. When there is substance to style, there
         is both meaning and beauty. Substantive style, then, comprises the integrated character
         traits that embody skill, virtue, aesthetics, and mindset. The content and object
         of this style are determined both through personal ethics and the nature of the profession
         one chooses. The Fountainhead makes the argument that intermediary institutions like professional standards are
         crucial for flourishing lives within capitalism by providing just such content. In
         turn, capitalism’s defense in The Fountainhead is that it allows for multiple such styles. Business ethics, far from being an oxymoron
         or an ad hoc list of rules, help us to flourish within a market economy by mapping
         out the different substantive styles required by different professions, enabling us
         to consciously choose how we work and live.
      

      
      In my third chapter, I contend that Ayn Rand’s version of virtue ethics can supply
         a powerful foundation for operating a successful business. Rand’s Objectivist virtues
         can provide an underpinning for a firm’s long-term sustainable success, as well as
         for the flourishing and happiness of its employees. In order to attain a company’s
         goals, values, and purpose, these virtues need to be integrated with the firm’s culture
         and climate. The Objectivist virtues can supply an integrated framework for employees’
         decisions and actions. Leaders are encouraged to link these virtues to the survival
         and success of both the firm and its employees.
      

      
      Today, capitalism is in question, as the 2013 Academy of Management conference theme
         claimed. Many view business skeptically because they see capitalism as incompatible
         with ethics. The same problem pervades the business ethics education classroom. Business
         ethics can be taught in a way that demonstrates that economics and ethics are compatible
         and are integrated most directly in the function of management. The concluding chapter
         by Eric Dent and John Parnell provides an overview of Ayn Rand’s philosophy as an
         alternative to current conventions but largely consistent with approaches such as
         virtue ethics and conscious capitalism. The chapter concludes with challenges to teaching
         Objectivism in business schools.
      

      
      I have included an Appendix at the end of the book that provides an overview of Ayn
         Rand’s Philosophy of Objectivism for readers who are not familiar with her ideas.
         Reading this Appendix will provide such readers with sufficient knowledge to understand
         and appreciate the chapters contained in this anthology. 
      

      
      This book brings together a great deal of the work that has been done on Ayn Rand’s
         analysis of economics and business, much of which is not well known or easily available.
         This collection provides scholars, educators, college students, and businesspeople
         with an introduction and overview of Rand’s economic and business thinking. The book
         will be a valuable addition to courses in economics, management, business ethics,
         and the moral foundation of capitalism. Several of the pieces explain how Rand’s work
         can be used in the classroom. These chapters will be welcomed by academicians who
         wish to include Rand’s ideas in their syllabi. In this anthology, Rand’s economic
         and business thought is analyzed and interpreted by serious thinkers who are deeply
         familiar with Rand’s writings.
      

      
      
   
      Chapter 1

      Ayn Rand’s Economic Thought

      
         
         
         
         Samuel Bostaph

         
         
      

      
      Ayn Rand’s novels and nonfiction writings are often cited as intellectually influential
         by economists and others who view themselves as working in the tradition of Carl Menger
         and subsequent figures in the Austrian School of Economics. Indeed, a number of articles
         have been published explicitly linking Rand’s thoughts on economic subjects with those
         of scholars in the Mengerian tradition, such as Eugen von Bohm-Bawerk, Ludwig von
         Mises, George Reisman, Murray Rothbard, Friedrich von Hayek, and, of course, Menger
         himself.[1]  
      

      
      Certainly, Rand and several of her associates—most notably Nathaniel Branden, Alan
         Greenspan, Robert Hessen, and George Reisman—wrote and lectured on economic topics,
         and works on economics by Ludwig von Mises were not only recommended by Rand, but
         sold through The Objectivist Newsletter–associated NBL Book Service, Inc. (later, the Nathaniel Branden Institute Book Service,
         Inc.). For a time after the publication of Atlas Shrugged, Murray Rothbard and other members of “The Circle Bastiat” socialized and professionally
         interacted with Rand and other members of her personal entourage. Rand herself met
         Mises on several occasions and, at least on one occasion, attended Mises’s famed seminar
         held at New York University.[2]   So, it is perfectly legitimate to explore questions of links between her thought
         and the thought of these others on economic subjects.
      

      
      But what of Rand’s economic thought itself? Of what does it consist, taken as a whole?

      
      The purpose of this chapter is to explore that question through both Rand’s fiction
         and nonfiction writings. It is concluded that Rand’s formal knowledge of economics
         was relatively limited and that her case for the free market is almost entirely ethical
         and political.[3]  
      

      
      This does not mean she believed that the arguments for economic freedom were irrelevant.
         Nor does it mean that she believed that political freedom and economic freedom are
         not necessarily consonant with each other. Quite the contrary—Rand argues that individual
         freedom is only complete in a free market economy, and true human thriving requires
         both political and economic freedom.
      

      
      The Ethical and Political Foundation

      
      Rand’s 1961 book For the New Intellectual outlines her philosophical system of Objectivism by means of excerpts from We the Living, Anthem, The Fountainhead, and Atlas Shrugged. At the end of the preface, she says that she does not mean by this outline approach
         “to imply that my full system is still to be defined or discovered; I had to define
         it before I could start writing Atlas Shrugged. Galt’s speech [from Atlas] is the briefest summary” (Rand 1961, viii).
      

      
      She then opens the book with an essay on the cultural bankruptcy that has undermined
         the capitalistic system of the United States. The essay is directed at “the New Intellectuals”
         needed to restore and defend a capitalist economy in the face of that cultural bankruptcy.
         Rand is very clear (63) that neither pragmatic nor economic argument is what must
         be used. Instead, arguments for “a new morality of rational self-interest” will provide
         the foundation for a new capitalist culture.
      

      
      In 1963, when Rand delivered an address at Lewis and Clark College on “The Goal of
         My Writing,” she identified that goal as “the projection of an ideal man.” To do so
         she said that she had to set him “in the kind of social system that makes it possible
         for ideal men to exist and to function—a free, productive, rational system, which
         demands and rewards the best in every man, and which is, obviously, laissez-faire
         capitalism” (Rand 1963, 37).
      

      
      What Rand meant by this is explained in various articles and lectures that she wrote
         or gave in the 1960s. In fact, the very first article of the first issue (January
         1962) of The Objectivist Newsletter (hereafter, ON) argues that Objectivism advocates the political principles of laissez-faire capitalism “as the consequent and the ultimate practical
         application of its fundamental philosophical principles” (Rand 1962a, 1). Rand also
         identified the politics of Objectivism as “capitalism” in her first column in the
         Los Angeles Times in 1962, reprinted in the August 1962 issue of ON. She labels capitalism as “the ideal political-economic system,” one of free, voluntary
         exchange, where government is a policeman who protects man’s rights and uses physical
         force only in retaliation against those who initiate the use of physical force against
         others (Rand 1962b, 35). And, of course, there is Rand’s description of the utopia
         of Atlantis, or Galt’s Gulch, in Atlas Shrugged to provide a vision of her ideal laissez-faire capitalist society.
      

      
      Before a discussion of that vision, it is necessary to review the philosophical principles
         of which Rand asserted laissez-faire capitalism is the political embodiment and practical
         application. This is familiar ground to students of Rand’s thought, and I will be
         brief. These principles are sketched out in Rand’s book, The Virtue of Selfishness (1964), a collection of articles all but one of which is reprinted from ON.[4]   In the introduction to the collection, Rand summarizes:
      

      
      
         The Objectivist ethics holds that the actor must always be the beneficiary of his
            action and that man must act for his own rational self-interest, [and that] . . . his right to do so is derived from his nature as
            man and from the function of moral values in human life—and, therefore, is applicable
            only in the context of a rational, objectively demonstrated and validated code of moral
            principles which define and determine his actual self-interest. (Rand 1964, ix)
         

         
      

      She turns to the justification for, and the defining of, that code in the first article,
         “The Objectivist Ethics.” There, the concept of value—the “ought”—is connected to
         the concept of life—the “is”—by Rand when she argues that “the fact that living entities
         exist and function necessitates the existence of values and of an ultimate value which
         for any given living entity is its own life” (17). That life is its standard of value.[5]   This makes anything that furthers the entity’s life “the good,” while anything
         that impedes it is “the evil.” Thus, her conclusion: “The fact that a living entity
         is, determines what it ought to do.” If an organism is to go on living and is to thrive in the way that its nature
         makes possible, it can only do so by certain actions. Thus, Rand argues that the connection
         between the “is” and the “ought” is ontological. If the “ought” is ignored, or not
         suited to the nature of the being, the “is” becomes an incomplete realization—or even
         ceases.
      

      
      As living entities that belong to a particular species, human beings are organisms
         with specific attributes. Rand argues that the most important one to human survival
         and thriving is that humans uniquely possess the capability of attaining the conceptual
         level of consciousness. For each individual human, to conceptualize is a choice that
         must be made and sustained, as well as directed, by the faculty of reasoning. Only
         humans can choose “to think.” Thus, an individual’s reasoning power is termed by Rand
         “his basic means of survival.” It is one that he must learn how to use according to
         the principles of logic if he is not only to survive but also to thrive. It is this
         reasoning capability that enables individual human beings to discover what furthers
         their lives or impedes them. In her view, this means that each individual must discover
         what is true, what is good for him, and the right courses of action to continue existing,
         as well as to thrive. This also means that he must discover what is bad for him in
         order to avoid decisions and actions that are adverse to existing and thriving. Given
         that he acts to live and thrive, to guide his goal-directed actions, an individual
         man or woman needs a set of principles of action. This is a code of ethics, the foundational
         principle of which is this: 
      

      
      
         that which is proper to the life of a rational being is the good; that which negates,
            opposes or destroys it is the evil. Since everything man needs has to be discovered
            by his own mind and produced by his own effort, the two essentials of the method of
            survival proper to a rational being are: thinking and productive work. (23)
         

         
      

      So, in the Objectivist ethics, human life is the standard of value, and the ethical
         purpose of each individual person is the sustaining and furthering of his or her own
         life. It is in so doing that an individual’s happiness can be achieved as his highest
         moral purpose (27).
      

      
      Moving to the context of the social life of individual persons, Rand says that “the
         basic social principle of the Objectivist ethics is that just as life is an end in itself, so
         every living human being is an end in himself, not the means to the ends or welfare
         of others” (27).
      

      
      So far as interaction with those others is concerned, she argues: 

      
      
         The principle of trade is the only rational ethical principle for all human relationships, personal and
            social, private and public, spiritual and material. It is the principle of justice. A trader is a man who . . . deals with men by means of a free, voluntary, unforced,
            uncoerced exchange—an exchange which benefits both parties by their own independent
            judgment. (31)
         

         
      

      Rather than an autarchic existence to best provide the circumstances for individual
         thriving, Rand argues that “the two great values to be gained from social existence
         are: knowledge and trade” (32). She goes on to explain that trade is one of the great
         benefits of social existence because it makes possible specialization in production
         and the extension of the division of labor, with its consequent greater productivity
         and expanded trading activity.[6]  
      

      
      Rand addresses the question of apparent conflicts of interest among men in their social
         interaction. She argues in part that social life means the voluntary trading of your
         products or services for those of others. She goes on: “And, in this process of trade,
         a rational man does not seek or desire any more or less than his own effort can earn.
         What determines his earnings? The free market, that is: the voluntary choice and judgment
         of the men who are willing to trade him their effort in return” (52).
      

      
      Then, Rand makes a statement that implies a theory of economic value: “When a man
         trades with others, he is counting—explicitly or implicitly—on their rationality,
         that is: on their ability to recognize the objective value of his work.” Further,
         she says, “when a rational man pursues a goal in a free society . . . he depends on
         nothing but his own effort; directly, by doing objectively valuable work—indirectly, through the objective evaluation of his work by others.” The rational man “trades
         value for value. He never seeks or desires the unearned.”[7]  
      

      
      It is possible to attempt to reconcile these statements with the marginal subjective
         value arguments of Austrian School theorists by focusing on the words “their ability
         to recognize the objective value” and “the objective evaluation of his work by others,”
         and placing the emphasis on the words “recognize” and “evaluation.” As will be argued
         later, there are other statements by Rand that rather clearly imply that she believes
         that goods have objective values and are aspects of the reality of the traders’ own
         lives, rather than that value merely resides in the minds and opinions of the evaluators.
         This places an equal emphasis on the words “objectively” and “objective.”[8]   It is also in a social context that the concept of human rights arises. Rand begins
         by arguing that individual rights are the foundation of capitalism, which is “the
         only system that can uphold and protect them” (92). By individual rights she means
         the foundational right to life and all the subsequent individual rights that preserve
         the individual’s freedom to engage in those actions that support his life—the most
         important of which is the right to property. “Rights are conditions of existence required by man’s nature for his proper survival,” she
         says (94). Rights are prohibitions on the initiation of any action by one individual
         that would interfere with the actions of another individual, who is himself engaged
         in noncoercive actions. Most importantly, rights allow the use of property in noncoercive
         actions. Without property rights, man is neither free nor able to command the means
         to provide for his survival, and thus has no rights at all—as Nathaniel Branden (1962,
         7) argues in the second issue of ON.
      

      
      Rand argues that rights are thus the social means of subordinating everyone in society
         to moral law. Moral concepts and a moral code are what guide the rational individual’s
         actions that preserve his life and can make him thrive. Rights protect this moral
         action by specifying how individuals are to interact in society. Voluntary relationships
         are the only ones that are moral and respect individual rights. Voluntary trade is
         the only way that values can be exchanged in a moral society. Specifically, the violation
         of an individual’s rights by the initiation of coercion by another individual is an
         immoral act that also prevents the person coerced from acting morally. Those who initiate
         coercion to violate the rights of others are criminals and presumably destructive
         of the moral and economic order that exists in a free society. In particular, this
         prohibition on the initiation of coercion is extended to those individuals representing
         the state.
      

      
      Rand extends the discussion to that of “Collectivized Rights.” She argues:

      
      
         Any group or “collective,” large or small, is only a number of individuals. A group
            can have no rights other than the rights of its individual members. In a free society,
            the “rights” of any group are derived from the rights of its members through their
            voluntary, individual choice and contractual agreement, and are merely the application of these individual rights to a specific
            undertaking. (Rand 1964, 102)
         

         
      

      Rand argues that only physical force can violate man’s rights. So the barring of physical
         force from social relationships is a precondition of a civilized society. It may only
         be used in retaliation for its initiation. This requires objective rules of evidence
         of a crime, objective rules of proof to determine guilt, objective rules to determine
         appropriate punishments for guilty parties, and objective rules for enforcement (109).
         This is because “[a] government is the means of placing the retaliatory use of physical force under
            objective control—i.e., under objectively defined laws” (109). In such a society, individuals are free to take any actions that do not violate
         the rights of others, while government officials can only act according to law. She
         dismisses the possibility of anarchy by arguing that it is impractical—“it is the
         need of objective laws and of an arbiter for honest disagreements among men that necessitates the establishment
         of a government” (112). There is no explanation of the source of “objectively” defined
         laws, rules of evidence, rules of proof, rules of punishment, or rules for enforcement,
         nor why government can be a means of the “objective control” of physical force.
      

      
      Much of the above argument is also presented in Rand’s essay “What Is Capitalism?”
         Rand argues that only a social system that recognizes property rights and the freedom
         of each individual to use his property in any way that does not coerce others is fully
         supportive of the right to life. This implies that only “capitalism” is that system.
         She defines “capitalism” as “a social system based on the recognition of individual rights, including property
            rights, in which all property is privately; owned” (Rand 1966, 11).[9]   The only function of government in such a social system is to protect individual
         rights by placing the use of retaliatory force under objective control. The moral
         justification of capitalism is not its productivity; instead, it is the fact that
         it “is the only system consonant with man’s rational nature, that it protects man’s
         survival qua man, and that its ruling principle is: justice” (12).[10]  
      

      
      Rand also argues that “the good is an aspect of reality in relation to man” and that “capitalism is the only system based on an objective theory of values” (14). It is incompatible with rule by force because the use of force prevents individual
         men from being free to seek what their minds tell them is the good. Only individuals
         can judge what are their needs, goals, and knowledge. A free market provides the context
         within which they can seek the good and be proven right or wrong. The free market
         thus “represents the social application of an objective theory of values” (16). In such a market, “every man
         must judge for himself” what is valuable and what is not. She goes on to say that
         the market value of a product itself reflects its “socially objective value” rather
         than its “philosophically objective value” (16).
      

      
      As an example of “philosophically objective value”—“a value estimated from the standpoint
         of the best possible to man, i.e., by the criterion of the most rational mind possessing the greatest knowledge, in
         a given category, in a given period and in a defined context”—she contrasts the airplane
         to the bicycle, awarding the greater objective value (“greater value to man at his best”) to the airplane. The particular purpose
         of the potential user is not relevant in this context. Bicycles are a much better
         means for exercise for physical health than airplanes, while airplanes are a much
         better means for traveling long distances than bicycles, when time is of the essence.
         The recognition of economic value being dependent on an individual’s purpose is not
         part of the discussion of “philosophically objective value.” Instead, “philosophically
         objective value” appears to refer to the result of an evaluation of the facts of reality
         with regard to man’s place in it and the specific needs set by his nature that are
         somehow discoverable and can be met by human action in a market economy context.
      

      
      This is understandable, given the earlier summary of Objectivist ethics. If human
         life is the standard of value, then the objective good is that which sustains and
         furthers human life. This concept, extended to a discussion of actual commodities
         (goods and services), implies that there are commodities that are life-serving in
         varying degrees and those that are the opposite. Applied to the general level of what
         is good for man as a species, some commodities further the thriving of the species
         better than do others. Applied to the question of what is good for a particular man,
         some commodities are objectively better for his personal thriving than others. A person’s
         independent subjective judgment of the value of a commodity to him or her can be in
         error absolutely, or with respect to degree. Reality will prove out in either case
         because the moral is always the practical.
      

      
      By “socially objective value,” Rand means “the sum of the individual judgments of
         all the men involved in trade at a given time, the sum of what they valued, each in
         the context of his own life” (17). This appears to be a reference to the fact that
         people only trade voluntarily with one another because each trader views himself as
         gaining from the trade. As Menger points out in his Principles ([1871] 1950, 175–90), this is why people trade—to gain greater values than those
         they give up. They continue to engage in trading so long as the values gained exceed
         those lost. This makes trading just as productive in an economic value sense as farming
         or manufacturing because it increases the net total of economic value created in society.
         In that sense, “socially objective value” is economic value generated for traders
         and by trading; it would not otherwise exist.
      

      
      Menger argues that market prices themselves are only historical signs that people
         who traded did so to their advantage; they do not summarize or reflect that advantage
         quantitatively (191–93). Rand appears to be arguing that the fact that a product has
         a price means that it is valued socially, but this is no evidence of its true or “objective”
         value.[11]  
      

      
      Her next claim is that “it can be rationally demonstrated that microscopes are scientifically
         more valuable than lipstick. But—valuable to whom?” (Rand 1966, 17). This question is crucial. She says that lipstick may be more personally
         valuable than a microscope to a poorly paid stenographer, but the stenographer who
         spends all her money on cosmetics and has none left to pay for the services of a microscope
         for a medical exam will get a hard lesson from reality. This leads to Rand’s conclusion
         that the values that actually rule a free market are not subjective; the free market
         will teach the stenographer a lesson in thrift by denying her the use of the microscope
         when she needs it. This implies that reality is the ultimate arbiter of “needs,” not the decision maker
         herself. She may never realize that her preference for cosmetics could be detrimental
         to her health, but she will be taught by the market that her means are limited and
         if she wants both cosmetics and health, she must budget for both. The objective reality
         of the market price will penalize the stenographer’s healthcare, whether she knows
         it or not, by the withholding of the microscope for lack of payment. That the market
         will prove that lipstick is objectively less valuable than healthcare is the implication.
      

      
      “Philosophically objective value” always trumps “socially objective value” in Rand’s
         view of the free market economy. The free market, Rand says, “teaches every participant
         to look for the objective best within the category of his own competence, and penalizes those who act on irrational
         considerations” (18). Further, “the economic value of a man’s work is determined,
         on a free market . . . by the voluntary consent of those who are willing to trade
         him their work or products in return” (19). This gives the law of supply and demand
         a moral meaning.
      

      
      In fact, it is obvious from the foregoing that Rand’s case for capitalism is fundamentally
         a moral one, and the economic explanation of its specific functioning and wealth-creating
         superiority is almost entirely left for others to provide. Given the many books of
         Ludwig von Mises that were reviewed in ON, and the similarity of their respective general visions of the free economy, it’s
         a safe speculation that Rand agreed with Mises’s economic theory of the free society
         to the extent of her understanding of it. It must be pointed out that Mises’s own
         arguments on the subject of economic value are far different from those made by Rand.
         The role of the acting man’s purpose is an explanatory tool that is central to Mises,
         but peripheral to Rand’s concerns in her argument for the market economy. Rand is
         actually closer to Menger’s views on economic value. Menger ([1871] 1950) grants goods-character
         only to those things that are objectively capable of satisfying objective human needs
         (53, 81, 147).[12]  
      

      
      Possible further influence of members of the Austrian School of Economics on Rand
         can be seen in her “Egalitarianism and Inflation” article in Philosophy: Who Needs It?[13]   There, she argues that government I.O.U.’s are no substitute for real saving if
         production of real goods is the end sought. Only goods that have not been consumed
         and are set aside by saving provide the real resources that can be transformed through
         time into goods available in the future. Gold money is “a tool of saving” in that it is valuable in itself and can stand for the value of other real goods
         (Rand 1984, 127). Government I.O.U.’s are merely a claim against future production,
         not a way of providing the causal means for it. Instead, they constitute a means for
         the consumption of real saving, for the decline of investment, even for the decline
         of total future production if the causal sources of it are eaten up in the present
         by those who use government promises to pay out of that (now impossible) future production.
      

      
      At the end of her essay “What Is Capitalism?,” Rand points out that capitalism made
         it possible for productive men to create vast amounts of wealth, and this wealth was
         not an anonymous product to be redistributed (Rand 1966, 21–23). Instead, it is a
         matter of historical record who created what wealth. The problem with capitalism is
         that it never had a philosophical base. Its moral nature and political principles
         are not fully understood. The historical result was that all societies had mixed economies
         and never one that was fully capitalistic, in her definition of the term. Today, the
         rise of statism is destroying capitalistic economies and imperiling the possibility
         of ever achieving true capitalism.
      

      
      So far as individual conduct is concerned, Rand argues in “The Cult of Moral Grayness”
         that defaulting on the responsibility of moral choice, and of moral evaluation of
         others’ choices, is intellectual bankruptcy. It is the foundation for, and has produced,
         the mixed economy, which is “an amoral war of pressure groups, devoid of principles,
         values or any reference to justice, a war whose ultimate weapon is the power of brute
         force, but whose outward form is a game of compromise” (Rand 1964, 78).
      

      
      Rand (1966, 208) argues further, in her essay “The New Fascism: Rule by Consensus,”
         that the United States of America is moving toward a fascist form of government and
         economy, with private property controlled by government to achieve politically chosen
         ends. The mixed economy of the present—“a mixture of freedom and controls—with no
         principles, rules or theories to define either”—has really only one ruling principle:
         the power of government is up for grabs by any pressure group that can seize it, buy
         it or charm it to drain the other groups—competing robber gangs as it were (217).
         Because there are no longer any individual rights, the only restraint and preserver
         of any order in society is compromise. All agree not to steal too much or engage in the non-legalized looting of all by
         all. All parties agree on the necessity of strong government. The businessman’s role
         becomes that of milk cow, and the less principled businessmen become witting accomplices
         of business/government partnerships, i.e., they form the “aristocracy of pull”—or
         the predatory “rich-by-political-privilege” (220).
      

      
      As mentioned earlier, Rand’s general critique of the contemporary United States appears
         in her title essay in For the New Intellectual. There, Rand asserts that capitalism made possible the practical expression of reason
         in free trade. Now the United States is culturally bankrupt. It is anti-life, anti-intellect,
         and anti-reason. This places the first society to be created, led and dominated by
         the producers of wealth, in a dire situation. As she says: “Intellectual freedom cannot exist without political freedom; political freedom cannot exist without economic freedom; a free mind and a free market are corollaries” (23).
      

      
      The Novels

      
      With Rand’s political economy and her critique of the present state of capitalism
         in mind, let us review how both are exemplified in her novels:
      

      
      We the Living

      
      We the Living, first published in 1936, uses the early history of the Soviet regime in Russia to
         argue that socialism impoverishes both materially and morally. Rand ([1936] 1959)
         explains why she wrote the novel in the scene where Kira Argounova encounters Vasili
         lvanovitch on her way to catch a train as she leaves Petrograd to attempt to sneak
         across the border into Latvia (433). She says, “Uncle Vasili . . . I’ll tell them
         . . . over there . . . where I’m going. . . . I’ll tell them about everything . .
         . it’s like an S.O.S. . . . And maybe . . . someone . . . somewhere . . . will understand.”
      

      
      Throughout the novel, it is shown that when physical force is the means by which men
         deal with each other, the most ruthless rise to the top of government and the rest
         are corrupted by the desire to survive and to protect their friends and loved ones.
         Kira prostitutes herself to Communist Party member Andrei in order to save her lover,
         Leo. Andrei compromises his chosen beliefs in communism and the party in order to
         have Kira, despite knowing that she doesn’t love him. Comrade Sonia prostitutes herself
         for power. Comrade Pavel Syerov prostitutes himself for money. Victor Dunaev prostitutes
         himself for both power and money.
      

      
      The ultimate fate of the individual in the communist regime is illustrated when Irina
         Dunaev is about to be shipped to a concentration camp and says to Kira:
      

      
      
         I’ve given up and I’m not afraid. Only there’s something I would like to understand.
            And I don’t think anyone can explain it. You see, I know it’s the end for me. I know
            it, but I can’t quite believe it, I can’t feel it. It’s so strange. There’s your life.
            You begin it, feeling that it’s something so precious and rare, so beautiful that
            it’s like a sacred treasure. Now it’s over, and it doesn’t make any difference to
            anyone, and it isn’t that they are indifferent, it’s just that they don’t know, they
            don’t know what it means, that treasure of mine, and there’s something about it that
            they should understand. I don’t understand it myself, but there’s something that should
            be understood by all of us. Only what is it, Kira? What? (335)
         

         
      

      This speech makes the general moral point: No one, and no population, should ever
         be a mere means to someone else’s end, lest they be destroyed as a result.
      

      
      Anthem

      
      First published in 1938, Anthem is a portrait of the dead end that awaits a collectivist society, such as the one
         depicted in We the Living. It is a world where the communal ideal has triumphed. Even the word “I” has been
         expunged from the vocabulary of the inhabitants of the primitive towns scattered across
         the world and surrounded by the wilds of the Uncharted Forest. The small populations
         of “we’s” live in simple, agriculture-based, planned economies, which have lost almost
         all the technological knowledge that existed in the Unmentionable Times before the
         Great Rebirth. The communal living conditions, centralized assignment of jobs without
         regard to capability, and a state monopoly on science stifle innovation and any incentive
         to be productive.
      

      
      In the first three-quarters of the book Rand aptly depicts the poverty, drabness,
         and general mindlessness of life in such a totalitarian dictatorship. Her protagonist,
         Equality 7–2521, is the creative mind stifled in such a system and struggling against
         its dictates. Ultimately, his only chance for self-actualization and happiness is
         to break out of the prison of collectivism and rediscover the ego, as he does in the
         final quarter of the book. Especially notable about this short novel is the stark
         contrast between Rand’s vision of the economy of a collectivist society and the visions
         of other novelists of collectivist utopias, such as Aldous Huxley or Frank Herbert.
         Rand recognizes, as they do not, that technology and socio-economy are not independent.
      

      
      The Fountainhead

      
      The Fountainhead (1943) presents Rand’s first full vision of the ideal man and pits him against the
         cultural mores of a society of parasites and dullards. Howard Roark is an architect
         who has his own artistic vision and seeks clients who can appreciate it. He is an
         entrepreneur in Austrian School economist Israel Kirzner’s sense of the word—he possesses
         the quality of being alert to an unmet, even unrealized, need and is capable of filling
         it.[14]   He has no interest in producing according to just any consumer’s believed wants;
         he seeks to provide something new and unanticipated, but intensely desired when provided.
      

      
      The novel itself strongly contrasts the characters of Roark, the innovator; Peter
         Keating, the intentional parasite; Gail Wynand, the unconscious parasite; and Ellsworth
         Toohey, the misogynistic manipulator.
      

      
      In response to newspaper publisher Wynand’s opinion that people who don’t have a purpose
         substitute “some sort of higher purpose or ‘universal goal,’” Rand has Roark respond
         that the only purpose and meaning of an individual’s life is, and should be, his work
         (Rand 1943, 596). To Wynand’s argument that his newspaper mirrors the soul of the
         general public, and intentionally caters to it so that Wynand can become powerful,
         Roark replies that people who try to derive their sense of self from garnering the
         approval of others, by doing and thinking what others do and think, seek to find their
         self-esteem in the approval of others “by living second hand” (656ff).
      

      
      Thus, Roark indicts Wynand as a second hander because Wynand seeks to find his power
         in others by catering to their opinions of what is worth being informed of. In contrast,
         as a Kirznerian entrepreneur, Roark does not cater to the lowest common denominator.
         He provides something new, something his clients didn’t know they wanted, but when
         provided with it, realize that it will help them better achieve their purpose(s).
      

      
      The Fountainhead also presents a critical view of business and the typical businessman. Rand describes
         his weaknesses by using the inner world of the architectural firm of Francon and Heyer
         as her primary vehicle. The principal of the firm, Guy Francon, is a vain and lazy
         manipulator who panders to the pretensions and vanities of his clients and curries
         the favor of any person or organization, whether private or governmental, that can
         steer business his way. In doing this, he is almost militantly anti-intellectual,
         giving little thought to the ideas or beliefs that motivate others or the ends they
         seek. He is Peter Keating grown old and prosperous. Keating himself is a duplicitous
         parasite who is hired out of architectural school by Francon and rises within the
         firm by backstabbing his co-workers, fawning over Francon, and eventually becoming
         his partner after deliberately acting to precipitate Lucius Heyer’s fatal stroke.
         So far as the relationship between Keating and Francon is concerned, it is one of
         allies in a fraud, united by mutual contempt.
      

      
      Other firms that are briefly described as Roark moves ahead in his career don’t come
         off much better. Gordon L. Prescott is a mere poseur of originality, while John Erik
         Snyte is the architectural equivalent of a prostitute who staffs his own firm with
         a potpourri of architectural stylists to build anything in any style to suit any client’s
         whims. Ralston Holcombe is a tick who drains the public purse by specializing in monumental
         public buildings. He is also the president of the Architects’ Guild of America, a
         trade organization that lobbies in favor of its members and opposes the work of non-member
         mavericks like Roark. If there is one quality that is shared by almost all the businessmen
         characters in the novel, architects or not, it is moral cowardice—the lack of the
         will to make independent judgments. Instead, their guiding rule is always to give
         the public what they think it wants and to avoid innovation.
      

      
      Atlas Shrugged

      
      Atlas Shrugged (1957), as Rand wrote in her essay “Is Atlas Shrugging?,” has as its main theme “the
         role of the mind in man’s existence” (Rand 1966, 150).
      

      
      At the beginning of the novel, we are introduced to a United States of America that
         is crumbling both physically and socially. The most able minds in the society and
         economy are disappearing one by one, leaving behind an increasingly chaotic and declining
         economy.
      

      
      The novel emphasizes the central role of individual men and women in the creation
         and productive use of wealth. When Dagny rides the first train to run on the John
         Galt Line, she walks along the motor units within the engine thinking of the real
         sources and sustenance of their power—the men who created them. In his lecture on
         money at Jim Taggart’s wedding reception, Francisco d’Anconia identifies man’s mind
         as “the root of all the goods produced and of all the wealth that has ever existed
         on earth” (Rand 1957, 410).
      

      
      Later in the novel we are told that those who are disappearing are part of a strike
         of the productive against their exploitation by moral, economic, and political parasites.
         When Francisco visits Dagny at her cabin in an attempt to convince her to join the
         strike of the producers, he tells her that her material possessions depend on her,
         not she on them—her mind is “the one and only tool of production.” The strikers themselves
         appear to be a metaphor for the disappearance of mind from socialist societies and
         the consequent economic and cultural poverty of those societies, although Rand may
         not have explicitly intended to make that point.[15]  
      

      
      In an essay on the free market economy of Rand’s “Atlantis,” I point out that the
         contrast between the economy of “Atlantis” as a free society concealed within a crumbling
         authoritarian United States, and the interventionist economy of the latter, is
      

      
      
         an argument that the order of the market, and the prosperity it generates, can exist
            only so long as the rule of law and the existence of property rights provide a context
            for creative and productive men. Interventionism and authoritarianism destroy that
            context and eventually destroy those men and their production by eliminating both
            the incentive and the ability to produce. (Bostaph 2007, 217)
         

         
      

      The failure to recognize the sources and certainty of economic destruction is shown
         as one of the results of the collectivist context within which intellectual and cultural
         life is declining. The fate of an individual person or a particular business firm
         need not matter to those who agree with the judgment expressed by an economics professor
         at the beginning of the second chapter of Atlas Shrugged when he asks, “Of what importance is an individual in the titanic collective achievements
         of our industrial age?” (Rand 1957, 27). If the achievements are considered to be
         collective, then the effect on the whole of the loss of individual men can be ignored.
      

      
      Also, the way is now clear for a special kind of villain. Dagny Taggart’s brother
         James is the archetype for a new kind of businessman—one who talks up the “social
         responsibilities of business” as a cover for obtaining government help to stifle his
         competitors, financially bleed his suppliers and customers, and subsidize his own
         operations. James Taggart illustrates the rise of the businessman who abandons the
         goal of amassing wealth by means of creating value through production and trade. Instead,
         he cultivates “pull” in order to use government coercion to plunder the wealth of
         others.
      

      
      Businessmen like steel magnate Henry Rearden know that Taggart is a parasite. They
         vainly attempt to protect themselves from his actions, and the actions of others like
         him, by employing lobbyists to bribe or wheedle politicians into less damaging policies.
         The moral level of these activities and of the men who engage in them is illustrated
         when Rearden’s lobbyist, Wesley Mouch, betrays him in order to become Assistant Coordinator
         of the federal Bureau of Economic Planning and Natural Resources. Unscrupulous ambition,
         coupled with intellectual mediocrity and a lust for power, eventually garner for Mouch
         the position of Top Coordinator.
      

      
      In the world of Atlas Shrugged, the United States remains the last prop for the other failed economies—“Peoples’
         states”—in the rest of the world until its own collapse at the end of the novel. Throughout
         the book, economic decline is driven by moral and political decline. Property rights
         are tenuous enough at the beginning, and their erosion accelerates as the federal
         legislature replaces the rule of law with the directives of Wesley Mouch. Faced with
         increasing federal directives dictating their prices, costs, employment, and trade
         practices; harried by increasing restrictions on ownership of real property, resources,
         and intellectual capital; and drained by taxes, businesses fail and the open abandonment
         of productive activities accelerates. The federal government responds to the increasingly
         dire economic situation with ever more regulations and controls. The character of
         Mr. Weatherby, who unofficially sits on the board of Taggart Transcontinental, is
         introduced as an example of the “Gauleiters” from Washington, D.C., dispatched to
         corporate headquarters to interpret directives and compel obedience. Of course, this
         effort is all in vain as the economy and political order finally collapse, and the
         country as a whole descends into sheer chaos at the end of the novel.
      

      
      In my essay on “Atlantis,” I also discuss the hidden economy of Rand’s vision of a
         free society with a free market economy. Although it exemplifies the moral and political
         foundation for such a society that is presented in her later nonfiction articles,
         that vision unfortunately suffers from Rand’s apparently thin understanding of economic
         theory itself. There is the rule of law in the valley; however, it is not clear how
         it is enforced since there is no formal government.[16]   The valley itself was originally owned by Midas Mulligan, who has sold or leased
         plots to the strikers gathered there. Consequently, private property rights exist
         and are respected by all within a peaceful social order of consensual relations. There
         are no taxes, welfare transfers, or free services, although the inhabitants occasionally
         give each other gifts.
      

      
      The money supply in “Atlantis” consists of gold and silver coins, minted and issued
         by the Mulligan bank, and a system of prices exists, although there is no indication
         of how it came to be established. Earlier in the novel, at James Taggart’s wedding,
         Francisco d’Anconia labels gold as “an objective value, an equivalent of wealth produced,”
         but this comment is too brief to avoid being ambiguous (410–11, 413). He says that
         money is a means by which people sell their labor or goods to others for what they
         think those others think they are worth; however, he also says that traders must “give
         value for value.” Here it is not clear whether Rand means that economic value exists
         in the mind of a trader as an opinion that results from his marginal subjective value
         judgment, or if it is instead an objective characteristic of the things exchanged
         and somehow recognized by the traders. Her theory of relative price setting and subsequent
         changes in prices suggests the latter. During a conversation while Dagny is in “Atlantis,”
         Ellis Wyatt explains to her that as the effort he expends in producing oil decreases,
         he decreases his price for oil (722). Since he has no direct competitor, Rand appears
         to assume a real-cost theory of pricing, such as a labor theory. Again, there is no
         way to be absolutely sure about this because one could easily invent a subjective
         value scenario where the increasing production of oil makes a marginal unit less valuable
         to the producer. That, coupled with the increased supply of oil itself, could lead
         to falling prices, depending on demand conditions.
      

      
      Rand does recognize specialization according to absolute advantage in her description
         of how competition among suppliers of foundry services leads to the dominance of the
         productively superior foundry, owned by Andrew Stockton, who then hires his ruined
         opponent (724). Within the firm itself, the division of labor reveals comparative
         advantages. Stockton also employs former coal magnate Ken Danagger; however, Danagger’s
         comparative advantage in mining could lead to Danagger starting his own firm and taking
         the mining business away from Stockton, thus increasing their joint efficiency while
         extending the division of labor within the society as a whole. Here, Rand appears
         to recognize that the division of labor is a source of increased production and trading
         activity, as she later explains in The Virtue of Selfishness and in her essay “Egalitarianism and Inflation.”[17]  
      

      
      Finally, just a few words about John Galt’s speech: He begins the speech by informing
         his audience that the collapsing social and physical world in which they now live
         is the result of their perverse code of ethics—and that it is the world they deserve
         (1010). As he points out later, “A country’s political system is based on its code
         of morality” (1061). As practiced in the American political system, the code of his
         listeners has destroyed productivity and rewarded those acting to destroy it.
      

      
      Galt’s explanation of why and how this has happened is done by way of a summary of
         the ethical and political ideals that later appear in Rand’s nonfiction writings,
         especially in the articles collected in The Virtue of Selfishness (1964) and Capitalism: The Unknown Ideal (1966). This explanation is coupled with an argument that the cultural and political
         history of mankind is the fruit of denying those ideals and embracing a morality of
         death, the elements of which he also summarizes. Galt sketches for his audience the
         philosophical foundations for the code of individual morality that is needed to achieve
         happiness as the moral purpose of life in a truly free society. He also outlines the
         elements of the code itself. As he does so, he elevates purposeful trading activity
         to the position of being both substance and symbol of truly moral human relationships.
         Galt proclaims himself “the first man who told [the physical and mental parasites
         of the world] that I did not need them, and until they learned to deal with me as
         traders, giving value for value, they would have to exist without me, and I would
         exist without them” (1050). If the morality of those he opposes can be expressed in
         the words “It is better to give than to receive,” John Galt replies, “It is best to
         give and receive.”
      

      
      Late in the speech, Rand has Galt assert that the physical laborer “consumes the material
         value-equivalent of his own contribution to the process of production, and leaves
         no further value, neither for himself nor others [while] the man who produces an idea
         is the permanent benefactor of humanity” (1064). This is because that idea can be
         costlessly shared and applied technologically to increase the labor productivity and
         the consequent wealth of all. The purpose of this passage is to argue against the
         idea that entrepreneurs exploit their workforces and to argue for the entrepreneur
         as productive hero; however, the argument rests on the notion that material value
         is a physical creation. While the concept that ideas are the driving force in wealth-creation,
         and their originators the beneficiaries of the rest of society, is a central part
         of the argument for unfettered entrepreneurial creativity, it is undercut by an apparent
         labor theory of material value.[18]  
      

      
      Near the end of his speech, Galt tells his audience that he and the other strikers
         “will rebuild America’s system on the moral premise which had been its foundation
         . . . the premise that man is an end in himself, not the means to the ends of others,
         that man’s life, his freedom, his happiness are his by inalienable right” (1061).
      

      
      The practical expression of this in the existence of individual rights and a government
         dedicated to their protection is then outlined much as Rand would later do in her
         nonfiction writing. Only in such a political context is Galt willing to apply his
         productive efforts, and he ends by calling upon all those who agree with him to join
         his strike.
      

      
      Bits and pieces of economic concepts are scattered throughout the speech. The basic
         view of human relationships as those of traders, and the (unfortunate) concept of
         material value as a result of human labor, have already been mentioned. In addition,
         Rand identifies the idea that spending creates wealth as a reversal of the law of
         causality (1038); the view of a factory as a natural resource as the willful denial
         of human agency (1043); the view of the production of goods as an anonymous and automatic
         process not connected to that of distribution as a denial of both causality and property
         rights; the view that industrial progress is instinctual as obscenely stupid (1044);
         and, the assertion that those who create wealth through the use of their minds are
         the exploiters of those who do not, and that the former should be enslaved for the
         benefit of the latter, as a vestige of the morality of barbarism (1049).
      

      
      Summary and Conclusions

      
      Ayn Rand’s argument for the free economy rests on a foundation of ethical and political-philosophical
         principles. She argues that a truly free society is one that is free in both political
         and economic terms. Politically, the free society is one in which the purpose of the
         political order, as well as of law itself, is the protection of individual rights
         and the sanctioning of those who violate them. The purpose of the economic order that
         such a political order makes possible is to serve the individuals whose voluntary
         actions construct that economic order. The potential result of living in a politically
         free society and free economy is human flourishing. No other social order can make
         this possible, given the nature of human beings as a particular species of living
         thing.
      

      
      So far as the economic principles and laws of the economic order of a free society
         are concerned, there is little explication of them in Rand’s writings. She is vitally
         aware of the complexity of a free economy and the central role of the mind in the
         creation of economic value. She is also vitally aware of how moral failure and political
         intervention can disrupt and even destroy the prosperity possible in a free economy
         by thwarting, even destroying, those responsible for that prosperity. What she does
         not do is offer the building blocks of a clear and consistent theory of economic value,
         of economic exchange, of price, of market structure, of money, and the other elements
         that together explain how a free market economy functions to achieve its spectacular
         results of value creation and economic growth.
      

      
      In all fairness to Rand, there is no indication in her works that she had any intention
         of addressing those subjects in any but a passing way. It also must be said that if
         one examines the work of those economists who extol the virtues of the free market—particularly
         those within the Austrian School tradition—one can find a plethora of utilitarian
         and other consequentialist arguments for that order.[19]   One will, however, mostly search in vain for an argument that only a free political order and free economy together can enable human thriving. Murray
         Rothbard, George Reisman, and Hans-Hermann Hoppe are notable exceptions.
      

      
      A task for the future, whose beginnings were referenced in the first paragraph of
         the present chapter, is to bring together into one extended narrative—perhaps in the
         form of an ordered collection of works—the ethical and political arguments for the
         free society provided by Rand and a completed theory containing the principles and
         laws of the economic order of the free society. To my knowledge, only George Reisman
         in his Capitalism (1996) and Murray Rothbard in his many works on history, politics, economics, and
         public policy have attempted this.
      

      
      I close with a quote from my essay in the Younkins (2007) collection of essays commemorating
         the 50th year of publication of Atlas Shrugged. There, I said:
      

      
      
         Atlas Shrugged is a novel, and Atlantis only a sketch of a free society and free economy. Yet, the
            basic conditions for economic development and growth are clearly and compellingly
            presented. The complexity possible to a free economy and the virtually unimaginable
            wealth that can be created within it belie the simplicity of its foundational principles—principles
            well known at least since the time of Adam Smith. But, that is not the strongest argument
            for it. Ayn Rand has Ellis Wyatt summarize that argument succinctly: above a certain
            minimal level of nutrition and comfort an economy is nothing more than a medium for
            the expansion of human life. If human life is the moral gold standard, the free society
            is the social context within which individual purposive actions produce the greatest
            individual and social prosperity, in all senses of the word. (Bostaph 2007, 223)
         

         
      

      Notes

      
      
         First published in Journal of Ayn Rand Studies 11, no. 1, issue 21: 19–44.
         

         
         This article is used by permission of The Pennsylvania State University Press.
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            1. For example, Block 2005; Boettke 2005; Caplan 2007, 225 n.2; Horwitz 2007, 240–42;
                  Johnsson 2005; Reisman 1996, xliv–xlvii, 970; 2005, 251–58; Sciabarra and Secrest
                  2005; and Younkins 2005b, ix–x; 2005c, 1–2, 6; 2005d.
               

            

         

         
            2. During a personal conversation I had thirty years ago with Leonard Read, founder and
                  former president of the Foundation for Economic Education, he related a story of a
                  dinner party he held to introduce Ayn Rand to Ludwig von Mises. Before eating, Rand
                  threw some salt over her shoulder for luck. Mises chuckled and commented that this
                  did not seem to accord with Rand’s anti-mysticism. According to Read, Rand was not
                  amused.
               

            

         

         
            3. Den Uyl and Rasmussen (1984, 173) express the point more strongly when they note that
                  “for Rand, the essence of capitalism is represented by a moral rather than an economic
                  doctrine.” To her, “capitalism is an inherently moral social structure.”
               

            

         

         
            4. Page numbers will be those in The Virtue of Selfishness or Capitalism: The Unknown Ideal for all articles reprinted there.
               

            

         

         
            5. A discussion of the complexity involved in this statement as a reconciliation of the
                  “is-ought” distinction—specifically, whether moral obligation depends on a “pre-moral”
                  choice to live—is found in Rasmussen 2005. Rasmussen 2002 (2007, 40–44) extends the
                  argument to consider the difference between man’s life as a standard of value and
                  the achievement of an individual man’s own moral goodness.
               

            

         

         
            6. As will be discussed below, in her fictional depiction of the economy of “Atlantis”
                  in Atlas Shrugged, Rand clearly recognizes that production and trade both increase as the division
                  of labor increases.
               

            

         

         
            7. In Rand 1966, she says that “[a man] cannot expect to receive values without trading
                  commensurate values in return. The sole criterion of what is commensurate, in this
                  context, is the free, voluntary, uncoerced judgment of the traders” (19).
               

            

         

         
            8. Johnsson (2005) attempts to reconcile the subjective value theory of figures in the
                  Austrian School with the apparent objective value theory of Rand in terms of what
                  he calls “contextual individual objective values.”
               

            

         

         
            9. Rand’s use of the term “capitalism” is idiosyncratic. Economists usually define “capitalist”
                  economies as those employing capital (a historic term referring to higher order goods
                  that are neither raw materials nor labor) to produce first order, or consumer, goods
                  in a regime where property is predominantly privately owned. Rand’s definition is
                  more restrictive in its emphasis on foundational individual rights, and closer to
                  a definition of what economists usually refer to as “the free economy.”
               

            

         

         
            10. As will be discussed later, it is clear that consequentialist utilitarian arguments
                  for the greater production of wealth in a free market economy, as well as the adverse
                  consequences for wealth production under interventionism, are subsidiary arguments
                  so far as Rand is concerned. Hers is a moral one.
               

            

         

         
            11. For a brief discussion of Rand, Menger, and Mises on subjective compared to objective
                  value, see Long 2005, 305–7. Younkins (2005e) compares Menger and Mises on the meaning
                  of economic value (347–54) and posits a compatibility with respect to the end of human
                  flourishing in the views on value of Menger, Mises, and Rand (358–64).
               

            

         

         
            12. Menger ([1871] 1950) references Aristotle’s De Anima 3.10.433a 25–38, although Aristotle here recognizes that objects of “appetite” may
                  be real or apparent goods (53 n.5). Menger also asserts: “Needs arise from our drives
                  and the drives are imbedded in our nature. An imperfect satisfaction of needs leads
                  to the stunting of our nature” (77).
               

            

         

         
            13. I say “possible” because there is no reference by Rand to any Austrian source in the
                  article. There are similarities in her text to the Austrian approach, such as her
                  argument that real saving is a prerequisite to capital accumulation and production,
                  her stress on the importance of the context of real time within which production takes
                  place, her assumption of commodity money, and her view of the explanatory irrelevance
                  of Keynesian aggregate demand theory. She also offers a brief, but not unrepresentative,
                  summary of the end result of the creation of fiduciary media by government that is
                  similar to that presented in the Austrian Business Cycle Theory.
               

            

         

         
            14. See especially Kirzner 1973. This is not to argue that Rand was ever aware of Kirzner’s
                  scholarship on entrepreneurship, given the publication date of The Fountainhead. It is to grant her the insight into the heart of entrepreneurship that Kirzner’s
                  scholarship later defined. See also Rand 1966 (18) on the role of innovators in free
                  market economies, and Rand 1997 (143–44) on industrialists and innovation.
               

            

         

         
            15. The classic critique of socialism that explains the inevitable poverty and ad hoc
                  nature of the system is, of course, Mises’s Socialism ([1932] 1951).
               

            

         

         
            16. See Den Uyl 2007 (365) for an argument that the “authority” that preserves order in
                  the valley is provided by “the spirit and conceptual nature of the United States”
                  maintained by the strikers.
               

            

         

         
            17. See above on trade as a stimulus to the division of labor and Rand 1984 (127). The
                  economic argument is simple: Autarchic man has no reason for trade with others; he
                  must do everything himself. He engages in the social division of labor only when he
                  recognizes the value to himself of specializing in producing things at which he is
                  relatively more efficient than others—meaning those in which he sacrifices the least
                  alternative production—and of trading some of those things to others for their own
                  specialized production. The result is that he, and everyone else in society, gains
                  value that would not be possible to an autarchic existence. Further, the greater his
                  specialization, the greater the social division of labor, the greater the production
                  of wealth, and the greater his personal gains from trade. As George Reisman points
                  out in his treatise Capitalism, an advanced civilization is characterized by an advanced social division of knowledge,
                  as well as of labor (1996, 135ff).
               

            

         

         
            18. For an argument that Rand’s view that creative ideas are the source of material values
                  is an endorsement of a labor theory of value and the basis of an analogue to Marx’s
                  theory of exploitation, see Sciabarra 1995 (291).
               

            

         

         
            19. For an argument that Ludwig von Mises’s advocacy of utilitarianism was more surface
                  than substance, and that Mises had more in common with natural rights and natural
                  law advocates (such as Rand) than he did with the utilitarianism of consequentialists
                  such as Bentham and Mill, see Eshelman 1993.
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      Ayn Rand’s philosophy of Objectivism is a powerful set of ideas for understanding
         the world because it is grounded in the facts of reality and based on the most rigorous
         logical analysis. As an Objectivist and an economist, I have spent most of my life
         studying her philosophy and applying it to various economic topics. I have used it
         to write about competition and monopoly, capitalism, socialism and the mixed economy,
         environmentalism, inflation, public goods, and other topics.
      

      
      Her philosophy can also help us understand the nature of externalities. In this chapter,
         I use her theory of rights, concepts, and ethics to assess the validity of externality
         theory. My analysis represents a radical departure from mainstream analysis of the
         theory. While a few economists have come to similar conclusions about the theory,
         none provide the comprehensive analysis of externality theory that I provide. This
         chapter incorporates a number of clarifications and expansions on my earlier writing
         on the subject.[1]   For example, this chapter incorporates responses to potential criticisms, more
         clearly identifies how Objectivism can be used to understand the theory, and provides
         elaborations on some points (such as the nature of collectivism) not found in my previous
         writing on the topic.
      

      
      My analysis focuses on the use of externality theory as a basis for claiming that
         markets fail. It is claimed that because of the existence of externalities, the free
         market will provide too much or too little of certain goods and that the government
         must step in and use taxes, subsidies, restrictions on the provision of the good,
         or take over the production of the good entirely in order to remedy the situation.
         These conclusions do not hold if one performs a comprehensive analysis of externality
         theory based on a philosophy grounded in the facts of reality. If one does this, one
         will see economically, politically, ethically, and epistemologically why externality
         theory does not provide a valid critique of the market. In fact, I show why the free
         market actually succeeds with respect to externalities. Many will be familiar with
         some of the economic and political arguments I present; however, by revealing the
         logical implications of externality theory, I provide powerful economic and political
         criticisms of the theory with which few are familiar. Likewise, few will be familiar
         with the epistemological and ethical analysis of externality theory that I provide
         based on Ayn Rand’s theories of concepts and ethics. These latter help provide the
         reader with a complete understanding of the nature of externalities.
      

      
      What are Externalities?

      
      Economists are familiar with the concept “externality”; however, others might not
         be. Therefore, it is important to give a brief, but precise, description of the term
         here so that one will better understand my analysis of the theory. An externality
         is a cost or benefit imposed on people other than those who purchase or sell a good
         or service. The recipient of the externality is neither compensated for the cost imposed
         on him, nor does he pay for the benefit bestowed upon him. These costs and benefits
         are labeled “externalities” because the people who experience them are outside or
         external to the transaction to buy and sell the good or service.
      

      
      There are two types of externalities. When a person not involved in the production
         or consumption of a good receives a benefit for which he does not pay, he is said
         to be the recipient of a positive externality. An example of this is immunization.
         Individuals not involved in the sale or purchase of immunization shots benefit from
         such shots without paying for them. They benefit because the more people who become
         immunized, the less likely it is that the individuals not involved with the purchase
         or sale of the immunizations will be exposed to the dreaded disease, since fewer people
         will contract the disease. A beautiful home with a well-manicured lawn and garden
         is another example. In this case, passersby who have not paid for the privilege of
         viewing the beautiful home and grounds still gain from the pleasure of being able
         to enjoy the view. They, too, receive a benefit without paying for it. A lighthouse
         provides another example. Ship owners who have not helped to pay for the construction
         of a lighthouse still benefit from it when their ships pass by at night.
      

      
      The second type of externality is a negative externality. This exists when a person
         who has nothing to do with the sale or purchase of a good has a cost imposed on him
         for which he is not compensated. A leading example of a negative externality is pollution
         being emitted from, say, a steel mill. In this case, people who neither purchase nor
         produce steel may experience the harmful effects of the pollution, such as sooty curtains
         and dirty air to breathe, but are not compensated for the negative effects they experience.
      

      
      Externalities and Market Failure

      
      Let me discuss briefly the claims concerning market failure made based on externality
         theory. The alleged failure of the market occurs because, it is claimed, the market
         provides too many goods that produce negative externalities and too few goods that
         create positive externalities. Too much production of goods that create negative external
         effects allegedly takes place because the costs imposed on those who experience the
         negative externalities are not taken into account in the production of the goods.
         Remember, these costs are imposed on people who neither purchase nor produce the goods.
         If these costs were accounted for in the production of such goods, the cost of producing
         them would be higher and thus lesser quantities would be produced and purchased.
      

      
      For example, in the case of a good such as steel, if steel manufacturers were required
         to compensate individuals whose curtains became sooty or who had to breathe in dirty
         air, the cost of these negative externalities would be included in the production
         of steel and would raise the cost of producing it (i.e., the costs would be internalized).
         This, in turn, would cause the profitability of producing steel to decrease, decrease
         the supply of steel, and decrease the quantity of steel demanded as the price rose
         to cover the additional costs. This would decrease the total production and purchases
         of steel to a level that allegedly takes into account the effects of the pollution.
      

      
      With respect to goods that create positive externalities, too few are allegedly produced
         because the recipients of the externalities do not pay for the benefits bestowed upon
         them. Hence, these benefits provide no extra inducement for the suppliers of such
         goods to produce more of them. If the recipients had to pay for the benefits, this
         would provide a greater incentive to produce such goods and increase the quantity
         supplied.
      

      
      An example of this is as follows: if every person who experienced some pleasure from
         what he saw when passing by a beautiful home and garden had to pay the owner a small
         fee, the profitability of creating beautiful homes and gardens would increase and
         cause more to be produced. Hence, the supply of these goods would reflect all the
         benefits people received from the goods.
      

      
      In the cases of both positive and negative externalities, the free market is said
         to fail to capture all of the effects involved in some transactions, and thus market
         prices of goods allegedly fail to reflect all of the costs and benefits associated
         with the goods. The “solution,” in both cases, is government interference in the market.
         In the case of negative externalities, it is claimed that the government must take
         some action to restrict production of these goods by, perhaps, imposing a tax on the
         producers of such goods so that these producers will experience the effects of all
         the costs they impose on others. With the case of goods that create positive externalities,
         it is claimed that the government should take some action to stimulate the production
         of these goods by, perhaps, providing a subsidy to producers of such goods to compensate
         them for all of the benefits they bestow on others.[2]   
      

      
      A Political and Economic Analysis of Externalities

      
      Many writers have provided an economic and political analysis that shows some of the
         problems with externality theory. Some of these writers include Ludwig von Mises,
         Murray Rothbard, Ronald Coase, Harold Demsetz, Richard Posner, and Bruce Yandle.[3]   In these analyses, the authors make some legitimate points. For instance, they
         show that the legitimate problems identified by externality theory can be remedied
         by recognizing and protecting property rights.
      

      
      However, ultimately, these analyses are deficient. Most fundamentally, the analyses
         provided by these writers do not address the epistemological problems with externality
         theory. In addition, some of the authors make significant errors in their analyses.
         For example, some of the authors base their analysis on the invalid collectivist premise
         that society “owns” property and that individual owners are merely given the privilege
         of managing “society’s” property.[4]   Another error is the collectivist idea that property rights should be established
         simply to increase economic efficiency and output for “society.”[5]   In addition, one of the writers defines far too broad of a sphere of responsibility
         for individuals.[6]   I will address all of these errors below.
      

      
      My analysis of externality theory has one thing in common with the above analyses:
         I recognize the corrective effects of the protection of property rights. However,
         the analysis in this chapter avoids the errors committed by the above writers and
         goes deeper than a merely political and economic analysis of externality theory. To
         begin to see the nature of externality theory, one must first look at the economic
         implications of the theory.
      

      
      The Economic Implications of Externalities

      
      If all individuals who created a negative externality were required to pay for the
         cost they imposed on others and all individuals who created a positive externality
         were paid for the benefits they bestowed upon others, it would lead to economic stagnation
         and even regression.[7]   This can be seen in the case of positive externalities if one considers the large
         number of payments that would have to be made to those responsible for innovations
         that are easy to copy but that are not eligible for patent or copyright protection.
         This alone would probably lead to economic stagnation.
      

      
      For example, people would have to compensate the owners of the first fast-food restaurant
         that used a drive-through window, the first airline that gave out frequent-flyer miles,
         and the first store owner who came up with the idea to allow customers to buy merchandise
         on layaway. While such fresh thinking is rewarded by those who purchase the products
         or services offered by the innovators, these original thinkers are not paid by those
         who copy them. Therefore, this is a benefit bestowed upon the imitators (and their
         customers) for which they do not pay. They are provided with an innovative idea free
         of charge. The number of payments that would be required, if one implemented laws
         consistent with externality theory, could be multiplied as many times over as there
         are innovations that are easy to copy but that are not eligible for protection. This
         would lead to an enormous number of payments.
      

      
      I will grant that the innovator in these types of cases gains a competitive edge over
         his rivals and may enjoy a temporary increase in business and/or profits due to his
         innovation, which are rewards for being an original thinker and a form of compensation
         for his originality. However, since it is not possible to patent or copyright his
         innovation, he is not paid by his competitors who copy it, nor is he paid by their
         customers who benefit from it. Therefore, these people receive a benefit for which
         they do not pay (i.e., a positive externality).
      

      
      Furthermore, based on negative externality theory, inventors and innovators who drive
         other producers out of business (or cause other businesses to incur losses) due to
         their innovations would have to compensate those they have driven out of business.
         For example, the original Henry Ford would have had to compensate horse breeders,
         buggy makers, and blacksmiths he drove out of business. According to externality theory,
         in driving them out of business by producing an affordable, high-quality means of
         transportation, Ford imposed a cost on them for which they were not compensated. To
         remedy the situation, Ford should have compensated them. One can easily imagine the
         large number of payments that would have to be made by those who created this type
         of negative externality. If payments were actually required for positive and negative
         externalities, the result would be an endless series of payments, very little production,
         and a much lower standard of living. By far the two dominant lines of work in such
         an economy would be the accountants who keep track of who owes what to whom and the
         lawyers who exact payment for their clients. This result could hardly be deemed “a
         success.”
      

      
      Some economists would argue that the above example with Ford is not a “real” externality
         because its effect is felt through the price of the products sold by the horse breeders,
         buggy makers, and blacksmiths. That is, Ford’s actions decrease the price at which
         their products are sold. This is known as a “pecuniary externality,” and it is believed
         by some economists that these can generally be ignored.[8]   This is the case because it is claimed that these types of externalities have no
         “net external effect.” This allegedly occurs because while the lower price is a negative
         externality for the horse breeders, buggy makers, and blacksmiths, it creates a positive
         externality for their customers because the customers can now purchase horses and
         buggies at a lower price. Because there is no net external effect, the claim is made
         that no adjustment to the production of the good that is creating the externalities
         is necessary.
      

      
      The first thing to note concerning this issue is that the actions of Ford are still
         considered by economists to create externalities. Some economists simply believe that
         no action on the part of the government is required in connection with this type of
         externality. Nonetheless, because this example is still considered to be an externality,
         my analysis of externality theory applies to it.
      

      
      The second thing to note is that Ford’s actions created a huge net negative externality
         for the horse breeders, buggy makers, and blacksmiths in the form of the business
         they lost. This was not compensated by any positive externality in the form of lower-priced
         horses and buggies to their former customers because the former customers were not
         buying horses and buggies anymore. Of course, according to externality theory, Ford
         should have compensated his competitors for this loss of business he caused.
      

      
      The third thing to note is that Ford’s actions did not even necessarily create a positive
         externality for any remaining customers, at the time, of the horse breeders, buggy
         makers, and blacksmiths. His actions may have created a negative externality for the
         remaining customers or no externality at all. A negative externality would have been
         created if it became more difficult or impossible for those who wanted to continue
         to purchase horses and buggies to find producers of these products because Ford had
         driven so many of them out of business. For the remaining buyers to experience a net
         negative externality in this case, the additional cost of finding the remaining sellers
         of horses and buggies would have to have been greater than the savings from the lower
         price at which these goods could have been purchased.
      

      
      No externality would have been created for the remaining customers if the horse breeders,
         buggy makers, and blacksmiths did not lower the prices of their products, perhaps
         in an attempt to cover their costs on the remaining horses and buggies they did sell.
         Here I assume that it was no harder for horse and buggy buyers to find sellers of
         these goods. If it was harder, the remaining buyers of these goods would have experienced
         a negative externality in this example. Of course, according to externality theory,
         even in the cases in this and the previous paragraph Ford should have compensated
         those who experienced negative externalities.
      

      
      Furthermore, even if Ford did create completely offsetting externalities, externality
         theory could still be used to attempt to justify payments from Ford to those experiencing
         the negative externality and to Ford from those experiencing the positive externality.
         In essence, redistribution would take place from those who received the positive externality
         to those who experienced the negative externality. Even some economists who believe
         in making the distinction between pecuniary and non-pecuniary externalities believe
         that pecuniary externalities can be used to justify income redistribution.[9]   No matter what types of externalities are created, payments of some sort can be
         justified based on externality theory.
      

      
      The solution to the problems created by externality theory is not to distinguish between
         situations that have a net external effect and ones that do not. This is a superficial
         attempt to get around the problems created by the theory. As I show below, the problems
         with externality theory are too deep, from a philosophical standpoint, for a distinction
         like this to improve matters.
      

      
      The Solution to Negative Externalities

      
      If it would lead to stagnation to require everyone to pay for negative externalities
         and be paid for positive externalities they create, how does one answer the question
         concerning who should pay and be paid? With regard to negative externalities, the
         only ones for which people should be compensated are those that cause demonstrable
         physical harm to a person or his property and can be traced back to the actions of
         an individual or a group of individuals acting in concert.[10]   In order to do this, one must recognize and protect individual rights, including
         private property rights. This is a point made by the writers referred to above.
      

      
      For example, a negative externality is said to exist in the case of a downstream landowner’s
         land being contaminated by, say, fertilizer used by a farmer whose land is upstream.
         This is said to be the case because the cost imposed on the downstream landowner is
         not accounted for in the costs the farmer incurs to grow his crops. However, if property
         rights are recognized and protected, the downstream landowner could sue in a court
         of law to be compensated for the farmer’s actions and get a court injunction imposed
         on the farmer requiring him to cease the offending activities. This is a legitimate
         case for government action against the farmer because he is violating the property
         rights of the downstream landowner. The farmer is altering the downstream landowner’s
         land against his will. Furthermore, the violation can be traced back to a single individual.[11]   
      

      
      As has been recognized by some writers, the above example is not a case of market
         failure.[12]   It is a situation where the government must step in to preserve the existence of
         a market. A free market can only exist when individual rights are protected, including
         private property rights. This is the case because interactions in a free-market economy
         are based on voluntary trade. Such trade depends on freedom. Freedom refers to the absence of the initiation
         of physical force. This is Ayn Rand’s crucial identification of the essential nature
         of freedom and can help one gain a better understanding of externality theory.[13]   To begin to gain this understanding, one must recognize that the initiation of
         physical force can take many forms, including physical alteration to one’s property
         against one’s will.
      

      
      Ayn Rand’s theory of individual rights is also important to understanding externality
         theory. Individual rights, according to Ayn Rand, are moral principles defining and
         sanctioning a man’s freedom of action in a social context.[14]   This means when one’s rights are protected, one’s freedom is protected, and thus
         one is protected from the initiation of physical force. Likewise, when someone initiates
         force against another individual, that individual’s freedom and rights are violated.
         Hence, the failure in this case is the failure on the part of the farmer to act within
         the principles on which voluntary trade is based. Thus, it is proper for the government
         to step in and protect the property rights of the downstream landowner to preserve
         the existence of the market. However, when the government does this, it is correcting the farmer’s failure, not the failure of the free market. This is true for all so-called negative externalities where it is legitimate for
         the government to take action. It is always the case that the government is correcting
         the failure of some individual(s) to interact with others in a voluntary manner. In
         other words, in these cases the government is protecting individuals from the initiation
         of physical force by protecting individual rights.
      

      
      People who have so-called negative externalities imposed on them that cannot be traced
         back to an individual or group of individuals working in concert should not be compensated.
         Examples of this kind of externality include smog in a city created by millions of
         people independently operating motor vehicles, or flooding downstream on a river from
         development and flood control devices used by millions of people living upstream on
         the river. These cases are natural byproducts of economic activity and must be considered
         the same as other natural phenomena that produce harmful effects (such as bad weather).
         One cannot yoke the individual to the collective and treat people who acted independently
         as if they acted collectively.[15]   Each individual acting independently causes a negligible amount of pollution or
         flooding (or whatever else it might be), which does not cause any physical harm. Therefore, no individual should be held accountable for harmful results for which
         he is not responsible. Furthermore, because no physical harm has been done by an individual
         or group of individuals acting in concert, no one’s rights have been violated, so
         it is not proper for the government to take action in this case.[16]   
      

      
      Human beings are not, fundamentally, a collective. They are individual, autonomous
         beings and should be treated as such. In order for individuals to act collectively,
         they must choose to do so. Therefore, unless one has some basis to show that individuals
         have made a concerted effort to act collectively, one has no basis to treat a group
         of individuals as if they have acted in a collective manner. To do so is to ignore
         the fact that the individuals are acting independently of each other, and thus no
         one individual is responsible for the cumulative effect of the actions of all of the individuals. Nor is he responsible for only a small portion of the demonstrable harmful effects. Each individual, acting alone, is responsible only for what he has
         contributed, which by the nature of the case is negligible and does not cause any harm.[17]   
      

      
      By ignoring the fact that the individuals are acting independently, one makes erroneous
         conclusions and engages in or advocates harmful actions. That is, one treats people
         as if they have done something that they have not done (i.e., acted in a collective
         manner) and one holds them responsible, and would presumably want them punished, for
         results that they did not, as independently acting individuals, bring about (i.e.,
         one holds them responsible for demonstrable amounts of pollution, flooding, or whatever
         it might be). Punishing those who are allegedly responsible for the demonstrable amount
         of pollution or flooding is harmful because it is a violation of rights, since it
         requires the initiation of physical force, given that the alleged culprits have not
         actually harmed anyone, and thus stands in opposition to the requirements of human
         life. Such action stands in opposition to human life because, as Ayn Rand has shown,
         a fundamental requirement of human life is freedom from the initiation of physical
         force. Humans require freedom in order to be able to use their minds to think, act
         on their own rational judgment, and take the necessary actions to further their lives
         and happiness. A person cannot use his mind—his basic tool of survival—to further
         his life if he is forced to go against his rational judgment.[18]   
      

      
      A final issue with regard to negative externalities is that one must also consider
         the cost of getting rid of them. A good example to illustrate why one must consider
         this cost is the creation of pollution in Pittsburgh from the production of steel
         during the height of that industry in that city.[19]   Because of the production of steel, many people probably had to breathe polluted
         air and deal with soot on their curtains. However, in such a situation, one still
         has to show that the pollution has caused physical harm to oneself or one’s property
         for one to have a legitimate case against the steel manufacturers. Furthermore, if
         one is able to show this, and which particular steel mill or steel mills acting together
         created the pollution that is causing the harm, one must also consider the cost of
         getting rid of such pollution. Steel mills should not be required to implement pollution
         control devices that are so costly they are forced to shut down. In general, if rights
         are violated, one must weigh the magnitude of the harm done against the cost of getting
         rid of the harmful action or the compensation to be provided to those harmed. The
         costs imposed on the guilty party should not be large compared to the harm done. In
         essence, the punishment must fit the crime.
      

      
      Here, one must also consider the advantages of an industrialized society versus a
         non-industrialized society. Having to deal with sooty curtains or breathe air with
         trace amounts of pollutants is a small price to pay to get the enormous benefits of
         an industrialized society. The standard of living and the average lifespan have risen
         dramatically thanks to industrialization. Consider that the average lifespan in Great
         Britain prior to the Industrial Revolution (i.e., prior to the mid-eighteenth century)
         was about thirty years. Any reader over the age of thirty (or who plans to live to
         be older than thirty) probably owes (or will owe) his life to industrialization. Consider
         also the standard of living prior to the Industrial Revolution. People worked eighty
         hours per week performing back-breaking labor for a standard of living probably not
         too far above that achieved in modern-day Ethiopia. In the case of the steel mills
         in Pittsburgh, the great majority of people who lived there owed their incomes—and
         probably their lives—to the existence of the steel mills. Destroying the steel industry
         would have made the people of Pittsburgh worse off, not better off. Hence, it would
         not have been in their self-interest to destroy the steel industry.
      

      
      The Solution to Positive Externalities

      
      With respect to positive externalities, individuals should pay others only for benefits
         they voluntarily contract to receive from others.[20]   Government force needed to increase the supply of goods that create positive externalities
         violates individual rights. This is no solution because it leads to the sacrifice
         of some individuals (such as taxpayers) to others (such as those who benefit from
         the goods whose production is subsidized by taxpayers).
      

      
      Typically, activities and goods that create external benefits are not lacking in a
         laissez-faire capitalist society. A good example is charity. Charitable donations
         are, in essence, a one-hundred-percent positive externality because the recipient
         does not pay for the charity he receives and the donor receives no compensation in
         return for his charitable contribution.[21]   Therefore, according to externality theory, too few charitable activities allegedly
         exist in a market economy, and the government should either subsidize these activities
         or completely take them over to increase the supply so that it reflects all of the
         benefits bestowed upon the recipients. However, this is not appropriate because it
         would violate individual rights and be economically destructive. “Charity” provided
         by the government (namely, welfare) is destructive because it lowers the productive
         capability and thus the standard of living of the average person in the economy. It
         does this by providing people an incentive not to work and by taking money away from
         more productive people in an economy and giving it to less productive, or unproductive,
         people in an economy.[22]   Nonetheless, a large amount of charitable giving would take place in a free-market
         economy. Each year, Americans give hundreds of billions of dollars to charities, and
         they would give more if their incomes were not eroded through massive amounts of confiscatory
         taxation and the inflation of the money supply, both of which result from government
         interference in the economy (i.e., the government initiating physical force).[23]   
      

      
      Moreover, people are capable of finding ways to provide goods that create positive
         externalities, as long as they have the freedom to do so. For example, in the case
         of a lighthouse it is claimed that no one will want to pay to help build it because
         once it is built, a ship owner can “free ride” off of those who have paid to build
         it. Here, the ship owner gets the benefit of the lighthouse even though he does not
         pay to help build it. Since everyone has the incentive to free ride, it is claimed
         that few people will want to pay for the construction of lighthouses, and thus an
         inadequate number of them will be built because the funds will not be forthcoming
         from those who could benefit from the lighthouses. Hence, it is claimed that the government
         must tax everyone and build the lighthouses itself.
      

      
      This argument ignores the fact that the majority of lighthouses built in Great Britain,
         starting in the early seventeenth century, were built by private individuals. Here,
         lighthouse fees were collected at ports located near the lighthouses. Lighthouses
         continued to be owned and operated by private individuals in Britain up through the
         1830s, when the British government bought the last remaining privately owned lighthouse.
         It is hard to believe that private individuals could operate lighthouses for two hundred
         years if it were not a profitable activity.[24]   
      

      
      This argument also assumes that ship owners (and business owners in general) are irrational
         and short-sighted and want to get something for nothing. Such an argument is based
         not on a view of human beings as rational animals—beings who possess reason—but on
         a view that human beings, by their nature, are irrational. This is a false view of
         human nature and is not an appropriate foundation on which to base one’s economic
         analysis. If such a view were valid, human beings never would have made it out of
         the cave.
      

      
      If necessary, rational ship owners will gladly pay a portion of the cost to build
         a lighthouse because they know it is in their self-interest to do so. They know that
         lighthouses are necessary so that ships do not run aground and thus so they can run
         successful shipping businesses. It could be that large shippers in a region get together
         to pay for the lighthouses in their region. Here it would be in the interest of the
         large shippers to build the lighthouses even though some of their smaller competitors
         might benefit from the lighthouses. This is true because to the extent that shippers
         are large, they have much more to lose if their ships run aground. It could be that
         shippers in a region engage in a contingent contract, which stipulates that they will
         pay for a stated portion of the construction of a lighthouse if, perhaps, fifty percent
         or seventy-five percent of other shippers in the region sign the contract. The cost
         of building the lighthouse may be divided up based on the amount of shipping each
         company does in the region in a typical year.[25]   Whichever way it is done, such goods could and would be provided in sufficient
         quantities (and have been provided in the past, as the history of the lighthouse in
         Great Britain attests) because it is in the rational self-interest of those involved
         to provide such goods. Small obstacles like those associated with the lighthouse are
         not hard for individuals to overcome, as long as they have the freedom to do so.
      

      
      Finally, if people are not willing to pay for more of something voluntarily, then
         it should not be provided in greater amounts. In other words, the good or service
         is not underprovided. Forcing individuals to pay for goods and services they do not
         want is economically harmful because it decreases satisfaction and well-being in the
         economy. It forces people to spend more money on things that bring them less satisfaction
         and less money on things that would bring them greater satisfaction.[26]   How could this be considered “a success”?
      

      
      More fundamentally, forcing individuals to pay for such things is immoral because
         it violates individual rights (usually the rights of taxpayers). This is a point stressed
         by Ayn Rand: rights derive from man’s nature as a rational being and are thus a fundamental
         moral requirement of human life. Notice also the link here between individual rights
         and economics. Violating individual rights is economically harmful because it decreases
         the overall level of satisfaction and well-being that can be achieved by individuals
         in the economy. Likewise, when the government protects individual rights, by protecting
         the freedom of individual taxpayers to spend their money on what they determine is
         best for them, it is economically beneficial because it leads to increases in the
         level of satisfaction and well-being that each individual is able to attain.
      

      
      Conclusion to the Politics and Economics of Externalities

      
      As one can see, from a political and economic standpoint, if one acted on externality
         theory in a consistent manner and implemented policies based on it, it would lead
         to massive violations of individual rights, economic stagnation, a much lower standard
         of living, and thus a much lower level of individual satisfaction in the economy.
         As the economist George Reisman has stated, “It is in the nature of a division-of-labor,
         capitalist society to bestow enormous benefits for which people do not have to pay.
         Indeed, in such a society perhaps 99.9 percent or more of everyone’s standard of living
         comes as an ‘external benefit’ provided by the thinking of others past and present.”[27]   It certainly would not be “a success” to eliminate all externalities. It is beneficial
         to eliminate only those externalities that violate the rights of individuals. When
         individual rights are protected, it protects the existence of the free market and
         leads to the highest productive capability, standard of living, and level of individual
         satisfaction possible.[28]   
      

      
      A Deeper Analysis of The Concept “Externality”

      
      The Nature of Concepts and the Invalidity of the 
Concept “Externality”
      

      
      In the above, I focus mainly on the political and economic aspects of externalities
         and show why it would not be appropriate for the government to implement policies
         based on the externalities doctrine. Furthermore, I show that if rights are protected,
         the problems associated with externalities disappear. However, there is a more fundamental,
         philosophical argument that can be made against externality theory. That is, the concept
         “externality,” including its positive and negative variations, is an invalid concept.
         This is the case because the concept classifies fundamentally different things together,
         as if they were the same. As a result, use of the concept leads to contradictions,
         confusion, and false conclusions. To understand all of this, one must understand the
         nature of concepts. This means one must understand Ayn Rand’s theory of concepts.[29]   
      

      
      Ayn Rand shows that concepts are mental tools used to classify and categorize concretes
         of a certain kind. For example, the concept “man” is used to identify and classify
         beings of a certain kind: beings whose most fundamental characteristic is the possession
         of reason. In general, concepts are used to classify and categorize entities, actions,
         relationships, etc.—any aspect of reality. We perform such classifications and categorizations
         for a specific purpose: to be able to apply the knowledge we gain about some concretes in a category to every concrete in the category. For example, we use the knowledge gained and subsumed under
         the concept “man,” such as that he has ten fingers, ten toes, walks upright, has a
         pair of lungs, a heart, a conceptual faculty, etc. and apply this to all men. This
         allows us to, among other things, retain an enormous amount of data concerning a large
         number of concretes and thus allows us to economize on the use of our “mental space.”
         We do not have to treat every concrete that we come upon as a completely new phenomenon.
         Once a specific concrete has been conceptualized, we can apply the knowledge gained
         about that concrete in general to specific instances of it.
      

      
      In order to achieve this important cognitive purpose, concepts should group existents
         based on their fundamental similarities and differences. Those existents that are
         fundamentally similar should be grouped together, while those that are fundamentally
         different should be grouped separately. By classifying concretes based on their fundamental
         similarities and differences, concepts enable man to obtain a deeper and clearer understanding
         of reality.
      

      
      The “concept” externality violates the above classificatory rule. This concept classifies
         fundamentally different things together, as if they were the same. This is why the
         concept is invalid.
      

      
      To see the confusion and false conclusions to which an invalid concept can lead, take
         the case of the person who owns property downstream and has his land contaminated
         by a farmer using fertilizer upstream. This is an example of a so-called negative
         externality and represents a violation of individual rights. In this case, it is proper
         for the government to take action to protect the property rights of the downstream
         landowner by requiring the farmer to compensate the landowner, or pay for the cleanup
         of the chemicals, and ensure that it does not happen again.
      

      
      In contrast to this example is the case of Henry Ford driving the horse breeders,
         buggy makers, and blacksmiths out of business. This is also an example of a negative
         externality. However, this occurred in the context of voluntary trade and the protection
         of rights. Ford was able to get people to voluntarily switch to his product. If the
         government acted in this case and forced Ford to compensate these producers, kept
         him out of business, or prevented people from buying his product, this would have
         been a violation of Ford’s rights. Here, it would have been improper for the government
         to act to correct the negative externality.
      

      
      A concept should not obliterate, ignore, or even push into the background fundamental
         distinctions between concretes. In this case, it should not obliterate the distinction
         between actions that violate individual rights and actions that respect rights. But
         this is what is done when both the actions of Ford and the farmer are said to create
         negative externalities. By subsuming these actions under the same concept, based on
         the characteristic of having some negative effect on others, both actions are evaluated
         as being fundamentally the same when, in fact, they are not. If one attempts to consistently
         apply this concept, one will believe that the government should use force in each
         case to prevent the individuals from creating these negative externalities.
      

      
      However, the effect of the government taking action in both cases would be radically
         different. In the case of Ford, the government would be initiating force and thus violating someone’s rights. In the case of the farmer, the government would be using force
         in a retaliatory manner and thus protecting rights. This is a fundamental political distinction that cannot be forgotten when
         determining whether the government should act or not. It is a distinction that the
         “concept” externality leads people to ignore.
      

      
      The fundamental distinction between protecting and violating rights cannot be stressed
         too strongly. One type of action is pro-human life and the other is anti-life. When
         the government protects rights, it is acting in a manner consistent with the requirements
         of human life and is thus acting to preserve human life. When it violates rights,
         it is acting in opposition to the requirements of human life and is thus acting to
         destroy life. Protecting the rights of individuals is a requirement of human life because, as has been shown by Ayn Rand, freedom from
         the initiation of physical force is a fundamental requirement of human life. Humans
         need freedom in order to do the necessary thinking and acting to further their lives
         and happiness. People cannot further their lives and happiness if someone forces them
         to go against their rational judgment.
      

      
      Similar problems arise based on the positive variation of the “concept” externality.
         For example, if someone landscapes a property owner’s lawn and plants a beautiful
         garden on his property without his permission and this has any benefit to the property
         owner at all, according to the externality doctrine, the government should act to
         force the property owner to pay for the work. Here, the government would act inappropriately
         in two ways. First, it would sanction the violation of the property owner’s rights
         by the landscaper, and second, it would violate the rights of the property owner again
         by forcing him to pay for the landscaping. Likewise, if a passerby enjoys the view
         of a beautiful home, according to the externality doctrine, the government should
         force the passerby to pay for the privilege of viewing the home. Here, the government
         would violate the rights of the passerby. In general, when the government acts to
         eliminate positive external effects, it is violating someone’s rights by expropriating
         money and subsidizing, or completely taking over, the activity that creates the effect.
      

      
      The two situations above are grouped together because a positive externality exists
         in each of them. However, in the case with the landscaper, someone’s rights are violated,
         while in the case with the passerby, no one’s rights are violated. Again, such fundamentally
         different situations should not be grouped together and evaluated as being the same
         when, in fact, they are not. The two situations should not be evaluated in a way that
         justifies government action in both cases. The government should only act in the case
         of the landscaper (to protect the rights of the property owner).
      

      
      Some might object to this analysis by saying that the “concept” externality can be
         used without advocating the violation of rights. However, this misses the point. The
         problem is that the concept puts the focus on the external effect, not the violation
         of rights. It says, in essence, there is something significant about the mere existence
         of the phenomenon when, in fact, there is not. The only time something significant
         arises in connection with the phenomenon is when rights are violated.
      

      
      The phenomenon can be dealt with conceptually in a proper manner with the use of descriptive
         phrases that consist of already existing concepts, such as “third-party effect,” “spillover
         effect,” and so forth. This does not place any significance on the phenomenon. The
         significance is reserved for the concept “rights” and the distinction between those
         actions that violate rights and those that do not.
      

      
      Moreover, one must understand that while the “concept” externality does not require
         people to use it, and the theory based on it, to violate rights, it does lead them
         in this direction because it places significance on the creation and alleged need
         to eliminate external effects and takes the focus off of whether rights have been
         violated. From early on in its history, externality theory has been used to justify
         government interference. This is clearly seen in the discussions by A. C. Pigou on
         the need for taxes and subsidies to counteract externalities.[30]   
      

      
      In fact, the theory serves merely as a rationalization for government interference.
         If it is not used for this purpose, then what is the purpose of the concept? If you
         take away the desire for government interference, there is no use for it. Given the
         proliferation of externalities that have been identified and the call for government
         interference to eliminate them, the use of the concept has borne this out over time.[31]   If one’s concern is the protection of individual rights, one does not need the
         “concept” externality. The concept “rights” is sufficient for that task. However,
         if one’s concern is justifying government interference in the economy and violating
         rights, the “concept” externality is a good tool for this task.
      

      
      Ayn Rand’s theory of concepts can provide additional help in this matter. That theory
         states that concepts should not be formed unless they are cognitively necessary; that
         is, unless they help us understand the world in a better fashion.[32]   The “concept” externality does not help us better understand the world. In fact,
         its use is cognitively harmful, as I have been explaining and will continue to explain
         in the next section.
      

      
      Just because a phenomenon exists does not warrant its classification with the use
         of a concept. According to the Objectivist theory of concepts, concepts should not
         be created beyond necessity.[33]   With regard to externalities, this means the formation of the concept is not justified
         even though we can identify effects of a transaction that are internal to the transaction
         (i.e., that affect the parties to the transaction) and effects that are external to
         the transaction (i.e., that affect parties not involved in the transaction). Believing
         that we need a concept to categorize the external effects just because we can identify
         them and distinguish them from effects internal to a transaction accepts the premise
         that we need to be concerned with their existence. We do not. Again, violations of
         rights are the phenomena with which we need to be concerned, whether the rights of
         parties involved with the transaction or parties not involved with the transaction
         are violated.
      

      
      The Absurdities of “Externalities”

      
      There are other problems with the “concept” externality. The term is supposed to identify
         and help one understand some significant phenomenon, as any term that is important
         to an academic field should. However, upon closer inspection, it turns out the term
         identifies a phenomenon that is so widely prevalent that it is meaningless and implies
         many absurdities. The fact that these problems arise is no accident. They arise because
         of the invalid nature of the concept.
      

      
      For example, when an individual buys a unit of any good (such as a loaf of bread),
         this has a negative external effect because now this unit of the good is no longer
         available for others to purchase and this makes it harder for others to obtain the
         good. In other words, whenever any unit of a good is purchased, a cost is imposed on those who consume the good, or
         who might have consumed the good, because less of it is available for them to purchase
         and they are not compensated for that cost. If individuals refrained from purchasing
         goods, more units would be available for others and it would be easier for others
         to obtain the good. The implication is that people who purchase a good should be forced
         to pay all other individuals who consume, or might consume, the good in order to compensate
         those individuals for making the good harder to obtain. Clearly, this is absurd.
      

      
      Based on the logic of externality theory, compensation should be paid to anyone who
         consumes, or might consume, virtually any good, even goods radically different from
         the good in question. This is true because the purchase and consumption of any good
         consumes resources—capital goods and labor—that could have been used to produce virtually
         any other good. Therefore, it can be argued based on externality theory that the supply
         of virtually any good has been decreased, and thus has been made harder to obtain,
         due to a person’s consumption of any other good.
      

      
      This example illustrates, more forcefully, how implementing policies based on externality
         theory would lead to economic stagnation and regression. There would be massive costs
         imposed on the economic system if individuals who consumed any good had to compensate
         others who might have purchased that particular good or most other goods. Imagine
         the cost of trying to figure out who might have purchased which goods and how much
         they might have purchased. Imagine the cost of keeping track of who owes money to
         whom and the proliferation of pleas by people that they should be compensated because
         they have been harmed by a particular individual’s purchase. There is no doubt that
         such pleas would lead to greater income redistribution from the rich to the poor since,
         it would be claimed, the rich consume more goods than the poor and thus allegedly
         impose greater costs on the poor than vice versa.
      

      
      But the absurdity does not stop here. In some cases, it can be said that the buyer
         of a good imposes a positive externality on suppliers of the good. This can be claimed
         because when the buyer purchases the good this increases the demand for the good and
         might increase the price for which subsequent units of the good can be sold. Here,
         one can imagine buyers of the good calling for payment from sellers of subsequent
         units of the good for the positive externality the buyers have created. At the same
         time, subsequent buyers of the good will be calling for payment from buyers who purchased
         previous units. In essence, redistribution from sellers to buyers would take place.
      

      
      The opposite would occur if individuals refrained from purchasing a good. Here, the
         individuals who refrained from purchasing the good would call for payments from buyers
         who had an easier time obtaining the good. Furthermore, sellers would demand payments
         from the individuals who refrained from making purchases if this led to a lower selling
         price of the good. In essence, redistribution from buyers to sellers would occur.
         Note also that while there is obviously no transaction to buy and sell a good when
         individuals refrain from purchasing a good, one could still argue for payments from
         some people to others, based on externality theory, because of the external effects
         this has on others.
      

      
      The absurdity continues. What about, for example, when a person dresses nicely for
         a job interview? This has a negative external effect. When a person is well dressed
         for an interview he makes it harder for other people to get the job. This is a cost
         imposed on them for which they are not compensated. The same can be said about being
         intelligent and articulate. Should those who are well dressed, intelligent, and articulate
         be forced to pay the sloppy, ignorant, and incoherent? Clearly not. But this is the
         conclusion one would come to if he attempted to consistently apply the “concept” externality.
      

      
      The absurdity can be taken even further. What about the positive external effects
         created by the cosmetic surgery industry? Should people be forced to subsidize doctors
         who perform tummy tucks, face-lifts, Botox injections, and breast enlargement operations?
         What about the external effects of beautiful and ugly people in general? Should others
         be forced to compensate handsome men and beautiful women for the privilege of being
         able to look at them? Likewise, should ugly people be forced to pay everyone else
         as compensation for having to look at them?[34]   What about the negative external effect of a person’s unpleasant body odor in a
         crowded elevator? There are many absurd implications one could draw if one took the
         “concept” externality seriously.
      

      
      It is important to note that, like the example of the person refraining from buying
         a good, the examples of compensating beautiful people and calling for payment from
         ugly people or those with bad body odor are different from the typical examples of
         an externality (such as those I gave at the beginning of this chapter) because there
         are no purchases of goods or services involved. Nonetheless, it is still valid to
         use these examples to show the absurdity of “externality.” They do provide examples
         of situations where one person has an external effect on others. These examples are
         simply variations on the standard examples of externalities. One could easily turn
         them into more traditional examples of externalities. In the case of the unpleasant
         body odor, one could use this to claim that subsidies are needed for businesses that
         help improve people’s personal hygiene (such as manufacturers of soap, deodorant,
         mouthwash, etc.) because these companies create positive externalities. In the case
         of beautiful and ugly people, one could use this to claim that subsidies are needed
         for the beauty industry (such as the previously mentioned cosmetic surgery business,
         as well as makeup companies, clothing companies, hair salons, etc.) because companies
         in this industry also create positive externalities.
      

      
      As one can see, acting consistently on this “concept” would paralyze an economic system.
         Externalities are everywhere and can be used to justify massive government interference
         in the economy. Other economists have made similar observations regarding the all-pervasiveness
         of externalities and their use to justify government interference.[35]   
      

      
      Some economists might argue that the examples of the job interview and the buyers
         who have effects on others are not “real” externalities because their effects are
         felt through changes in prices and therefore they do not create any net external effect.
         As with the example of Ford previously discussed, some economists would claim that
         these “pecuniary externalities” can be ignored. However, even though it is believed
         that these externalities can be ignored, they are still a type of externality and
         therefore still subject to all of the criticisms I have been making regarding externality
         theory. Furthermore, as I discussed above, these types of externalities can still
         be used to attempt to justify redistributing income from those who experience the
         positive externality to those who experience the negative externality. If one believes
         that externalities should be eliminated, there is no reason why externality theory
         could not be used to attempt to justify such redistributions. Ultimately, the claim
         that pecuniary externalities should be ignored is an attempt by those who believe
         in the validity of the “concept” externality, and who recognize that externalities
         exist everywhere, to try to prevent the concept from becoming meaningless and leading
         to many absurdities. However, the attempt fails, as the proliferation in the identification
         of externalities throughout the history of the concept attests.
      

      
      The Altruist and Collectivist Nature of “Externality”

      
      Finally, “externality” is a collectivist term used to attempt to justify forcing individuals
         to live for some group or collective. Whether it is Ford being forced to support horse
         breeders, buggy makers, and blacksmiths; taxpayers being forced to pay for the production
         of goods that create “positive externalities”; or those who purchase a product being
         forced to compensate others, those who criticize the free market using the “concept”
         externality seek to sacrifice some individuals for the sake of others. Ayn Rand has
         superbly shown the evil nature of the morality of self-sacrifice or altruism. Altruism
         is evil because it is destructive to human life. It is destructive whether people
         choose to sacrifice themselves to others voluntarily or whether altruism is used to
         force people, through government policies, to sacrifice themselves to others (such
         as through income redistribution from the rich to the poor). Altruism provides the
         moral justification for socialism, fascism, Nazism—all forms of dictatorship—and the
         welfare state. In one way or another, these political and economic systems sacrifice
         the individual to the collective.
      

      
      Of course, Ayn Rand has also shown that altruism provides the moral justification
         for collectivism. If the moral ideal is for the individual to sacrifice himself to
         others, then there must be some recipient of the sacrifice. Accordingly, altruism
         has been used to justify individuals being sacrificed to the poor, the old, the young,
         the race, nation, gender, “environment,” and so forth. As Ayn Rand has also shown,
         only by embracing individualism and rational egoism (i.e., the morality of rational
         self-interest) can human life flourish.[36]   Only then will each individual be able to live his life for his own selfish enjoyment
         and not be used as a sacrificial animal off of which others feed.
      

      
      Some might object to the argument that “externality” is a collectivist term by saying
         that the same criticism applies with even greater force to the concept “collectivism.”
         After all, “collectivism” is used to explicitly identify collectivist phenomena. However,
         this argument is not valid. When I say that “externality” is a collectivist term,
         I mean externality qua concept is a collectivist term. Collectivism qua concept is
         not collectivist. That is, the concept was not formed for the purpose of rationalizing
         government interference and sacrificing individuals to some collective. The concept
         “collectivism” is a rationally formed concept that is necessary to identify collectivist
         phenomena. The referents of “collectivism” are collectivist, but the concept itself
         was not created and is not used for collectivist purposes.
      

      
      I now turn to the collectivist premises embraced by many of the writers, mentioned
         at the beginning of this chapter, who show that the protection of property rights
         can remedy the legitimate problems identified by externality theory. For example,
         some of them claim that society “owns” resources and that individual owners merely
         manage “society’s” property. However, society cannot own resources. Society is not
         a living organism or independent entity capable of acting on its own. It is merely
         a large number of individuals living in a country. It is only the individuals within
         a society (or the organizations that individuals run, such as corporations and governments)
         that are capable of acting and owning resources.
      

      
      Those who believe property rights should be protected to increase economic efficiency
         and output for “society” embrace collectivism as well. The purpose and moral justification
         for protecting individual rights, including private property rights, is to protect
         the individual from the initiation of physical force so he is free to live his life for his own
         sake, based on the judgment of his own mind. Freedom is a fundamental requirement
         of human life, and the protection of rights is a fundamental component of the political
         system that is consistent with that requirement. Since there are no conflicts of the
         rational self-interests of men, the protection of rights, as a secondary consequence,
         leads to a greater productive capability and higher standard of living for individuals
         throughout the economy. However, that is neither the primary purpose nor the moral
         justification of protecting rights.
      

      
      In addition, the cost and benefit concepts underlying externalities—so-called social
         cost and benefit—are based on a collectivist premise as well. Focusing on costs, “social
         cost” is distinguished from “private cost.” Private costs are costs borne by individuals
         participating in a transaction, such as the costs of producing and selling a product.
         “Social costs” (i.e., negative externalities) are the costs borne by those not involved
         in the transaction. However, these costs are not borne by “society.” Again, society
         is not a living organism or independent entity capable of incurring costs. Such costs
         are borne by particular individuals in a society and, as I have shown throughout this
         chapter, they should be taken into account and justify government action only when
         they represent violations of individual rights. This is what is necessary based on
         the nature of human life.
      

      
      Conclusion

      
      The free market neither underprovides nor overprovides goods, as one would believe
         based on externality theory. Ultimately, the market provides the right amount of goods
         because it provides them based on people’s own voluntary choices. If some good is
         temporarily under- or over-provided, prices adjust based on supply and demand and
         people react correspondingly to correct the situation. Goods provided in an economy
         guided by the externality doctrine would not be provided optimally because the initiation
         of physical force would have to be used on a massive scale to provide more of some
         goods and less of others, against the voluntary choices of individuals.
      

      
      The “concept” externality should be discarded. I am not the only economist to come
         to this conclusion.[37]   The concept should not be used in intellectual discourse or debate. It does not
         provide a valid critique of the market because it is a contradictory, cognitively
         harmful, and thus invalid concept. Such a concept does not help one gain a better
         understanding of some aspect of reality. It leads to greater confusion because of
         the absurd implications of the concept, the altruist and collectivist nature of it,
         and because it leads people to ignore (or, at least, not recognize the importance
         of) fundamental political distinctions, such as the distinction between the government
         acting to violate rights and protect rights.
      

      
      In saying that the term “externality” should be discarded, I am not denying the existence
         of what the term attempts to categorize. The actions of people can have effects on
         others. However, what I am saying is that the use of such a term is unnecessary and
         harmful to one’s understanding of the world. It leads to the support of all the false
         conclusions and harmful actions I have been discussing. That is why the term must
         be discarded.
      

      
      After the term “externality” is discarded, one can still recognize all the effects
         of people’s actions on others; however, one can do so based on a proper consideration
         of the facts involved, particularly the fundamental requirements of human life. The
         proper consideration with respect to people’s actions is not whether they have a positive
         or negative external effect. The proper consideration is whether a person’s actions
         respect or violate rights. If a person’s actions violate someone’s rights, it is appropriate
         for the government to act to protect the individual whose rights have been violated.
         If no one’s rights have been violated, the government should take no action.
      

      
      Notes

      
      
         First published in Markets Don’t Fail! (Lanham, MD: Lexington Books, 2005), pp. 85–100.
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      I have been teaching college-level economics since the mid-1980s at various colleges
         and universities, to a wide variety of students, and within different classroom settings.
         As a graduate student, I taught a graduate-level course to elementary school teachers
         on how to introduce economics to young kids; as a new assistant professor, I taught
         large sections of introductory economics; at three different universities, I have
         taught in the Honors College to the best and the brightest, and I have taught the
         one-semester course on economics for non-majors. In teaching undergraduate economics
         in these alternative settings, I have had to adjust my teaching style in the attempt
         to communicate with my students to maximize the chance that they will learn the material
         in an effective and enjoyable manner. In this effort, I have tried different lecture
         styles, shown movies, watched documentaries, used newspapers and magazines, and conducted
         classroom experiments.
      

      
      One constant in all of this experimentation in teaching economics is that the best
         textbook for introducing economics to the uninitiated that I have found is Paul Heyne’s
         book The Economic Way of Thinking.[1]   Another constant that I have continued to come back to is the use of novels as
         a teaching tool in economics, and from the beginning I have used Ayn Rand’s Atlas Shrugged (1957) as one of the primary novels. I often like to assign The Grapes of Wrath (1939) by John Steinbeck and Atlas Shrugged by Ayn Rand and ask the students to write a term paper on which novel is more informed
         on economics and why that matters for the relevance of the narrative constructed in
         the books.
      

      
      This exercise in comparative literary analysis has proven to be a very effective teaching
         tool and serves to emphasize the three points that I want to make in this chapter.
         First, in teaching economics, while it is important to stress the logic of economic
         concepts, pure logic rarely excites the minds of the uninitiated, while a good story
         sticks in their heads.[2]   Second, the real economy, the public policy debates surrounding it, and the evolution
         of its operation are necessarily told to listeners in a narrative form. How good a
         teacher an economist is, is largely a function of how good a story he can construct.
         When we try to communicate economic ideas and economic history, we tell a story, and
         this is as it should be because the economy really is an unfolding story and learning
         economics is ultimately how to read that unfolding story. Finally, there is no better
         economic storyteller in the novel form than Ayn Rand.
      

      
      In We the Living (1936), for example, the horrors of socialist economic policy are explained, as is
         the loss of the individual’s rights that result from pursuing a collectivist ideology.
         At the time she wrote this book, it is important to recognize that while a few other
         writers saw the consequences of collectivist ideology, most thought that collectivism
         would produce better economic conditions in terms of technological progress. Rand
         would have none of that. Of course, We the Living and The Fountainhead (1943) are less focused on the economics of collectivism than on the impact of collectivism
         on the creative initiative of man and his sense of life. In Atlas Shrugged (1957), we get a full-blown treatment of not only the moral degradation of collectivism,
         but the economic infeasibility of the collectivist ideology.
      

      
      As I will attempt to document, Rand in Atlas Shrugged communicates to her readers within the context of a beautifully constructed story
         the basic insight concerning the perverse incentives of collectivism, the inability
         to engage in rational economic calculation without private property, the law of unintended
         consequences in interventionism, and the interest-group logic of political capitalism.
         Business, unions, and government, under the sway of collectivist ideology, inevitably
         introduce violence into what otherwise would be peaceful social cooperation, and thus
         destroy it. By contrast, Rand’s novel also details the benefits from voluntary exchange,
         the importance of a sound monetary standard, and the role of individual initiative
         and creativity as the engine of economic progress.
      

      
      In what follows, I will present a brief discussion that builds on the work of Deirdre
         McCloskey, arguing that the economy should be understood as a novel, justifying a
         narrative form of argumentation rather than the more standard notions of mathematical
         proof and tests of statistical significance. In short, I will argue that the narrative
         form is not just what we adopt when we attempt to teach economics, but it is the way
         we communicate with one another even in our most scientific endeavors, whether we
         recognize it or not. Our teaching function simply serves to accentuate our task as
         scholars—the development and exposition of the concepts and principles best suited
         to aiding our understanding of economic reality.[3]   I will then turn to documenting examples from Atlas Shrugged where Rand is able to communicate to her reader basic principles of economics and
         political economy through the narrative she constructs in that work. In conclusion,
         I will return again to the theme of conceiving of the art of doing and teaching economics
         as the art of constructing a good story. In telling that story, we can learn the principles
         of economics that are in operation in the real world, and which, if understood, provide
         the intellectual foundation for a free and prosperous society.
      

      
      Storytelling in Economics and 
Telling the Story of an Economy
      

      
      Whether we like it or not, what we economists do when we attempt to communicate our
         ideas—even just to our fellow economists—is tell a story. This is true whether we
         are working with pure theory or working with data. We cannot escape storytelling.
         We tell stories about the evolution of ideas, where there are central characters (it
         doesn’t matter if the character is Smith, Marx, Keynes, Samuelson, or Lucas), a general
         plot (usually begun in an equilibrium situation), usually a crisis (a disturbance
         to that equilibrium), and a resolution to end our telling of the tale (a new equilibrium).
         We rely on all the classic tools of rhetoric to communicate economic ideas among our
         peers. Of course, this is not our self-image, but it is our reality, as McCloskey
         (1985; 1990; 1994) has gone to great pains to point out in a series of works. And,
         as she so boldly reminds us, there is nothing to be ashamed about in this fact. Economics
         is a human science because we humans practice it. So even in our most valiant efforts
         to provide scientific proof and statistical rigor, it is in our communicative capacity
         that we construct a narrative, which we hope will excite the imagination of our peers
         and provide persuasive information to them for their use in constructing their own
         narratives. As we move away from communicating with our professional peers and instead
         focus on engaging those outside our academic discipline, or students to whom we hope
         to communicate the power of the economic way of thinking, we turn more explicitly
         to the narrative form. The economists Richard Nelson and Sidney Winter (1982) once
         dubbed this moment in economic analysis as “appreciative” theorizing (46). We try
         to get others to “appreciate” the beauty of the economic forces at work in the stories
         that we tell about reality. Economic theory provides a framework for appreciation,
         and a tool of inquiry; in application, this tool is flexible enough to aid in the
         art of economic interpretation, yet rigorous enough to provide our story with a logical
         argumentative structure. When we contemplate the power of the market economy, for
         example, we don’t just tell students about the price and quantity vectors and issues
         of efficiency (productive, exchange, and product-mix). However important the market
         clearing aspect of competitive markets is, we also try to emphasize dimensions not
         so easily rendered in the price and quantity vector space—aspects like variety, quality,
         aesthetic concerns, convenience, responsiveness to consumer tastes, and accountability
         to consumer demands. Our “appreciation” of markets exceeds our formal rendering of
         the benefits of markets. Nelson and Winter’s point, and it is an important one, is
         that we are lesser economists to the extent we don’t recognize that our appreciative
         understanding often outdistances our formal understanding.[4]   This is true for our exercises in high theory, and it is obviously even more true
         for our attempts at explaining the workings of an economic system to those who are
         uninitiated in the discipline of economics. For our purposes, the most important point
         of this discussion is that, given the limited capacity of formalism to capture the
         various dimensions of economic life, our only recourse is to adopt the narrative form.
      

      
      The reader should not be misled by my embracing of the narrative form and rhetoric.
         Yes, we economists are storytellers, and we cannot help but be such. But not all stories
         are good ones. The art of learning economics is to a considerable degree learning
         to distinguish critically between good stories and bad. Adam Smith ([1776] 1976, 8)
         explained the greater productivity of the division of labor by reference to a pin
         factory, and David Ricardo ([1821] 1951, 128–49) relied on a story about the production
         of wine in Portugal and England to communicate the principles of comparative advantage.
         These are good stories, and they are good precisely because they didn’t require the
         reader to suspend logic in order for them to accept the point of the tale.[5]   But Marx’s discussion about surplus value and the exploitation of the working class
         did require a slip of logic to make the story work out, as Bohm-Bawerk ([1898] 1975)
         so vigorously pointed out. And Keynes’s story about unemployment actually assumed
         what it was that it had to prove (as Hayek [1941] 1975, 373–76 argued) and required
         those most affected in his story to be deluded in a manner that violated their own
         interest (as Friedman [1977] 1987 and then Lucas and Sargent [1978] 1981 argued).
         Some economic stories are science, others are science fiction, and the study of economics
         is vital to making that distinction.[6]   The speaking and writing skills of an economist are vitally important, but they
         do not determine the truth value of the story they construct. John Kenneth Galbraith
         (1958), for example, is a master writer and storyteller, but he is simply not a very
         good economist. As a result, the stories he constructs about the workings of the capitalist
         system are well-written exercises that are either logically coherent but incomplete
         pictures of economic reality or illogical flights of fancy.
      

      
      To sum up, my point is rather simple. We cannot escape the narrative form of communicating.
         Moreover, we shouldn’t try to escape it. Economics, as McCloskey has argued, is an
         exercise in rhetoric. But this does not mean that economic science is mere rhetoric.
         There is an art and a science of doing economics. Despite the fact that all we have
         in economics (or any human endeavor to understand the world, each other, or the relationship
         between man and the world he occupies) is stories, not all economic stories we tell
         are equally valid.
      

      
      The economy itself is an ever-unfolding human drama and is necessarily revealed to
         us in narrative form. In one essay, McCloskey (1994, 367–78) details how the economy
         itself is best seen as conversation. Here she shows, drawing from works in economic
         history, philosophy, biography, and fiction, how vital talk is to the operation of
         business, technological innovation, and the economy as a system. The market for hogs,
         for example, cannot be fully understood using the tools of supply and demand curves.
         Its operation will turn crucially on how people talk in that market and about that
         market. “An economy that depends on speech is one that can be listened to and read,
         like a text” (378).
      

      
      And once we realize that a human economy is one that can be, and must be, read as
         a text, we must take the next step and realize that all readings are contested readings.
         The stories that economists tell about the economy inevitably impact not only our
         shared understanding of economics as a discipline, but even more profoundly the public
         policies we should be adopting. If the tale about capitalist development as monopolistic
         exploitation becomes widely accepted, then public policies that are meant to curtail
         this exploitation will be adopted. Economists often distinguish themselves from others
         within the policy community mainly because of the different story they would tell
         about the same phenomena. As McCloskey (1990, 150) puts it: “The worldly philosophers
         change the world with their stories and metaphors. There’s work for the econo-literary
         critic in showing how the rhetoric matters to policy and in distinguishing the good
         stories of policy from the bad.”
      

      
      I now turn to Atlas Shrugged and try to cull from the narrative Rand constructs the economic principles she is
         working with. Her story, I contend, is built on solid foundations from the teachings
         of economics. Her work highlights the importance of private property rights in providing
         incentives; she highlights the mutually beneficial aspects of exchange, and she exalts
         the human achievement of innovation and wealth creation. The story she constructs
         is simple and profound at the same time: What would happen to an economy if the men
         of achievement decided that they would stop working? In working out the answer in
         detail and in imagining the circumstances under which such a drastic situation would
         emerge, Rand communicates the principles of economics through the narrative form as
         well as anyone ever has.
      

      
      The Economics of Atlas Shrugged

      
      As a matter of record, Rand’s economic education was a function of common sense and
         Ludwig von Mises.[7]   She was a staunch anticommunist since her youth and a defender of individualism
         against collectivism. She developed in her own mind an individualist philosophy, which
         she dubbed Objectivism. In so doing, she claimed originality as a philosopher. But
         she did not claim originality in economics. She made it clear to her followers that
         her economics came from the leading free-market advocates of her age—Henry Hazlitt
         (1946) and Ludwig von Mises (e.g., 1949).[8]   Hazlitt acknowledged Mises as the greatest economist of modern times, and Rand
         took that endorsement as her own as well. Rand, however, disagreed with Mises (and
         Hazlitt) on the moral defense of individualism. Both economists subscribed to a form
         of utilitarianism, whereas Rand built her moral case from an “objective” ethics. We
         need not go further into the disagreements between Rand and her economist friends
         for our present purposes.[9]   Instead, I want to focus on the basic principles she learned from Hazlitt and Mises
         and how she then tried to communicate those ideas in narrative form through the story
         of Atlas Shrugged.
      

      
      These are the basic principles of economics that one would find in Hazlitt and Mises:

      
      
         	
            
            Bad economics looks only at the immediate consequences of an action or policy, whereas
               good economics looks at both the immediate consequences and the longer-term consequences
               of any action or policy.
            

            
         

         
         	
            Private property and the price system work to coordinate the economic activities of
               millions of individuals in a harmonious manner through the realization of mutually
               beneficial exchange.
            

            
         

         
         	
            Interference with the price system leads to distortions in the allocation of resources.

            
         

         
         	
            Taxation discourages production.

            
         

         
         	
            Inflation is socially destructive because it distorts the pattern of exchange and
               production and breaches trust in the monetary unit, which links all exchange activity.
            

            
         

         
      

      
      Both Hazlitt and Mises thought the project of economic literacy was essential to establishing
         and maintaining a free and prosperous commonwealth.[10]   This task was quite difficult for two reasons: (1) economics requires that the
         reader follow long chains of logical reasoning to sort out the consequences of any
         action and policy, and (2) special interest groups are constantly pleading their case.
         The difficulty of reasoning economically from first principles to logical conclusions
         combined with unmasking the sophisms of special interest groups led Hazlitt and Mises
         to devote their lives to economic education through the written and spoken word.
      

      
      It is my contention that Rand picked up that challenge and attempted to provide economic
         enlightenment to her readers through the story of Atlas Shrugged. The book is no doubt one of the most philosophical novels of the twentieth century—whatever
         one’s judgment is of that philosophy—but learning philosophy through Rand is not my
         topic. Instead, my concern is with learning economics through Rand, and here I believe
         one would be hard pressed to find a more economically literate novel written by a
         noneconomist.[11]   I will make use of passages from Atlas Shrugged to demonstrate the principles Rand attempts to illuminate in her novel. Rand’s message
         was that if the men of achievement stopped allowing themselves to be exploited by
         lesser men, then the social system of exchange and production would come to an abrupt
         stop. The reader is led to realize that the prime mover of progress is the bold individual
         living by his reason and pursuing his own self-interest. Collectivism in all aspects
         of life, Rand informs us, is a false ideal that must be eradicated from our minds
         and hearts. In the economy, the individuals of achievement are represented by industrialists
         and entrepreneurs. The government through policies of taxation and regulation attempts
         to live parasitically off these individuals of achievement, and the masses are deluded
         by ideologies that justify the theft. Rand postulates that the system only continues
         to plod along because these men of achievement allow the parasitic system to continue
         to live off them. If they reject the parasite, the culture of parasitism and all who
         live by its code will wither and eventually die. Rand’s protagonists are the men of
         achievement who persuade others of the parasitic nature of the culture of redistribution
         and government control of business, science, law, scholarship, and the arts. Her basic
         point is unassailable. What indeed would happen if the innovators and wealth creators
         in a country simply shrugged and stopped allowing themselves to be taxed, regulated,
         and controlled against their will? A collapse of the economy would indeed ensue.[12]  
      

      
      Atlas Shrugged was first published in 1957. We have to remember the economic and social ideas that
         were dominant in the post–World War II period. First, this was the beginning of the
         Keynesian hegemony in economic theory and public policy. The main idea was that a
         market economy was not self-regulating and was prone to business cycles caused by
         irrational swings of pessimism and optimism on the part of business. It was for the
         government’s macroeconomic policymakers to ensure full employment, utilizing monetary
         and fiscal policy tools to make sure that macroeconomic imbalances did not occur.
         Second, not only was the profession preoccupied with macroeconomic instability, and
         government’s role in correcting it, but there was little faith left in the efficiency
         claims of a market economy in a microeconomic analysis. The market economy was said
         to suffer from problems of wasteful competition, monopolistic tendencies, and externalities—all
         of which required proactive government policies to correct for the failures of voluntary
         action to promote a harmony of interests. Finally, in the aftermath of the Great Depression
         and World War II, socialism was seen as not only a viable alternative economic system,
         but as a morally superior economic system. The classical economic idea of laissez
         faire was challenged on every conceivable front by the academic elite, among the decision
         makers in Washington, D.C., and throughout popular culture. Paul Samuelson, in his
         popular principles of economics book, summed up the sentiments of the time:
      

      
      
         No longer is modern man able to believe “that government governs best which governs
            least.” In a frontier society, when a man moved further west as soon as he could hear
            the bark of his neighbor’s dog, there was some validity to the view “let every man
            paddle his own canoe.” But today, in our vast interdependent society, the waters are
            too crowded to make unadulterated “rugged individualism” tolerable. The emphasis is
            increasingly on “we’re all in the same boat,” “don’t rock the craft,” “don’t spit
            into the wind,” and “don’t disregard the traffic signals.” (Samuelson 1948, 152)
         

         
      

      Perhaps nineteenth-century America came as close as any economy ever has to the state
         of laissez faire, which Carlyle called “anarchy plus the constable.” The result was
         a century of rapid material progress and an environment of individual freedom. Also
         there resulted periodic business cycles, wasteful exhaustion of irreplaceable material
         resources, extremes of poverty and wealth, corruption of government by vested interest
         groups, and too often the supplanting of self-regulating competition in favor of all-consuming
         monopoly.
      

      
      Samuelson argues that, coming out of the nineteenth-century experience, we learned
         to apply the methods of Alexander Hamilton to achieve the goals of Thomas Jefferson.
         In other words, we started to use the powers of the state to secure the public interest.
         Regulation of utilities and railroads was followed by regulation of commerce between
         the states and the establishment of antitrust laws. Banking regulations were instituted
         and a central banking system was established. Food and drug legislation was passed
         in order to ensure product safety, and humanitarian legislation improved the plight
         of the workingman. Theodore Roosevelt’s “Square Deal” was replaced by Franklin Roosevelt’s
         “New Deal” and, according to Samuelson, our democracy can never again allow itself
         to go backward to the nineteenth-century ideal of laissez faire. “Where the complex
         economic conditions of life necessitate social coordination and planning,” Samuelson
         wrote in a thinly veiled critique of Hayek, “there can sensible men of good will be
         expected to invoke the authority and creative activity of government” (153). Samuelson
         even suggests that our failure to recognize the need to reject laissez faire and adapt
         to the changing economic conditions of modernity led to the breakdown of democracy
         in Germany, the rise of Nazism, and the need to fight the most expensive war to that
         point in human history (World War II).
      

      
      Wow, talk about rhetorical flair being used in economics and the construction of a
         narrative in attempting to get across a point! Who could possibly argue against Samuelson?
         As readers of this book know full well, only a handful of economists and intellectuals
         would resist this line of argument, and in the world of the literati only Ayn Rand
         would stand tall. Buttressed by the economic writings of Hazlitt and Mises, Rand was
         able to challenge every one of the premises—theoretical, historical, and moral—contained
         in the line of argument summarized by Samuelson. No wonder one of Rand’s favorite
         lines was “check your premises.” Atlas Shrugged was her attempt in novel form to challenge each of the Samuelson era’s premises and
         conventional wisdoms.
      

      
      Consider the scene when Rearden meets with Dr. Potter of the State Science Institute
         about the introduction of Rearden metal (Rand 1957, 172–75). The economy is in a precarious
         position, and the introduction of Rearden’s superior product could disturb that already
         precarious position. The competition on the market would throw out of business the
         steel producers who cannot keep up, and this could lead to serious “social damage.”
         Rearden informs Dr. Potter that he does not worry about the fate of other companies,
         but only for the success of his endeavors as judged in the marketplace. Potter’s response
         to this individualist outlook is to inform Rearden that cooperation between business
         and government is required in this day and age and that to fight this trend is to
         create enemies instead of friends in high places. He then offers to buy the rights
         to Rearden metal with government money. Rearden refuses. Potter ends their conversation
         by threatening Rearden with government action against his company unless he cooperates.
      

      
      The scene illustrates important free-market economic principles. The first is that
         the social responsibility of business is to earn profits—nothing more, nothing less.
         Second, state involvement in the economy is justified on the nebulous grounds of “social
         damage.” In this instance, the social damage is caused by a superior firm outcompeting
         the less effective producers of steel in the marketplace. The claim is being made
         by Potter that the economy’s balance requires cooperation, not competition, and that
         this cooperation will be best maintained via state involvement. But once the state
         is allowed to be involved in economic decision making, Rand quickly stresses that
         those in positions of power will wield that power to the advantage of themselves and
         their friends.
      

      
      The theme of political pull backed by the threat of violence versus voluntary persuasion
         on the market is repeated throughout Atlas Shrugged. Orren Boyle, a competitor to Rearden who has aligned himself with the state, is
         described as a man who fails to fulfill contracts and spends his time pursuing pet
         projects for a social cause rather than improving his business (202). The mutually
         beneficial aspects of trade are spelled out by Francisco d’Anconia in perhaps the
         single most sustained discussion of economic principles in the work when he states:
         
      

      
      
         Money is a tool of exchange, which can’t exist unless there are goods produced and
            men able to produce them. Money is the material shape of the principle that men who
            wish to deal with one another must deal by trade and give value for value. Money is
            not the tool of the moochers, who claim your products by tears, or of the looters,
            who take it from you by force. Money is made possible only by the men who produce.
            (387)
         

         
      

      Money, as the medium of exchange, links individuals together within the economic system
         and in so doing guides production and exchange. But it does so because “every man
         is the owner of his mind and his effort. Money allows no power to prescribe the value
         of your effort except the voluntary choice of the man who is willing to trade you
         his effort in return. . . . Money permits no deals except those to mutual benefit
         by the unforced judgment of the traders” (388). At the end of Francisco’s discussion,
         he sums up the basic point by stating: “Until and unless you discover that money is
         the root of all good, you ask for your own destruction. When money ceases to be the
         tool by which men deal with one another, then men become the tools of men. Blood,
         whips, and guns—or dollars. Take your choice—there is no other—and your time is running
         out” (391).
      

      
      The culture of moochers and looters, not that of producers and traders, is what is
         evil and leads to economic ruin and political tyranny when followed to its ultimate
         conclusion. Rand uses as a particular target of derision the legend of Robin Hood:[13]  
      

      
      
         He is remembered, not as a champion of property, but as a champion of need, not as
            a defender of the robbed, but as a provider of the poor. He is held to be the first
            man who assumed a halo of virtue by practicing charity with wealth which he did not
            own, by giving away goods which he had not produced, by making others pay for the
            luxury of his pity. He is the man who became the symbol of the idea that need, not
            achievement, is the source of rights, that we don’t have to produce, only to want,
            that the earned does not belong to us, but the unearned does. . . . Until men learn
            that of all human symbols, Robin Hood is the most immoral and the most contemptible,
            there will be no justice on earth and no way for mankind to survive. (540–41)
         

         
      

      The first demonstration of the perverse consequences of pursuing the principle of
         need over the principle of productivity is the fate of the Twentieth Century Motor
         Company. Ivy Starnes, the daughter of an industrialist, regarded her father as evil
         because he cared for little else but business. When she and her brothers took over
         the factory, they set out to change that and institute a new order of business based
         on equity and communal spirit, not profit.
      

      
      
         We brought a great, new plan into the factory. It was eleven years ago. We were defeated
            by the greed, the selfishness and the base, animal nature of men. It was the eternal
            conflict between spirit and matter, between soul and body. . . . We put into practice
            that noble historical precept: From each according to his ability, to each according
            to his need. . . . It was based on the principle of selflessness. It required men
            to be motivated, not by personal gain, but by love for their brothers. (302) 
         

         
      

      The plan, we are told, failed miserably.[14]   With the incentives for production and innovation absent, the company is led to
         bankruptcy within a few short years, and in the context of Rand’s story it is the
         beginning of the unraveling of the U.S. economy as the men of achievement begin to
         refuse to submit to the ideology and forceful rule of the looters and moochers. In
         the process, Rand’s main heroic character John Galt moves from mythical to concrete
         status within the book—he was the first to walk out when confronted with the new plan.
         As Rand would have Galt say later on: “We are on strike against self-immolation. We
         are on strike against the creed of unearned rewards and unrewarded duties. We are
         on strike against the dogma that the pursuit of one’s happiness is evil” (937).
      

      
      Rand’s story is one of the alliance of moochers and looters against the producers
         and traders. In her description of how the alliance between the moochers and looters
         formed, she explicates many of the basic principles of public choice economics—namely
         the concentration of benefits on the well-organized and well-informed and the dispersal
         of costs among the uninformed masses. The political tug and pull associated with government
         interventionism reaches its highest form in the discussion of Directive 10–289 written
         by Wesley Mouch. Economic freedom had been tried, according to Mouch, and failed.
         Now force must be introduced to coordinate economic activities and fix the ailing
         economy. Directive 10–289 would provide the necessary powers and policies to accomplish
         that goal according to Mouch. Mouch is a creature of the political world, neither
         a man of academic nor business accomplishment, but he is able to climb up the political
         ranks through connections and unscrupulous behavior. Now he drafts the directive to
         be put in place to plan the U.S. economy. In the room to discuss the directive with
         Mouch are Orren Boyle, James Taggart, Fred Kinnan, and Dr. Ferris. As point after
         point is introduced, it becomes clear to all who are thinking even a little bit that
         the plan is completely unworkable and in fact destructive to the economy.
      

      
      As they jockey with one another to see who is more committed to the ideology of selflessness,
         labor leader Fred Kinnan finally speaks bluntly and cuts through the haze. “Are we
         here to talk business or are we here to kid one another?” And then he puts it plainly
         to all in the room: “All I’ve got to say is that you’d better staff that Unification
         Board with my men. . . . Better make sure of it, brother—or I’ll blast your Point
         One to hell” (507). The others in the room are uncomfortable with Kinnan’s forthrightness,
         but only because he is unmasking the underlying realities. Eventually he gets what
         he wants. The others in the room are still squeamish about explicit statements of
         the consequences of their policies and Kinnan does not eliminate their squeamishness
         when he states: “Well, this, I guess, is the anti-industrial revolution.” When Ferris
         counters, “Every expert has conceded long ago that a planned economy achieves the
         maximum of productive efficiency and that centralization leads to super-industrialization”
         and Boyle chimes in with “Centralization destroys the blight of monopoly,” Kinnan
         mockingly says, “How’s that again?”—recognizing that centralizing is in fact the monopolizing
         of an economy in the hands of the state and its protected parties. As Kinnan points
         out when he is told that as long as business respects the rights of the workers, he
         will be expected to respect the rights of the industrialists, “Which rights of which
         industrialists?”
      

      
      Directive 10–289 goes into effect with the approval of the men representing business,
         science, labor, and government—each with their cut of the U.S. economy guaranteed
         (515).
      

      
      By contrasting the conscious and deliberate planning of industrialists, such as Dagny
         Taggart or Hank Rearden, as they conduct business, with the proposed attempts at comprehensive
         central planning of the economy by government and a consortium of business, labor,
         and government, Rand makes the very important point that the critique of socialism
         was never against rational planning per se. Rather, the question was who was to do
         the planning and the scope and scale of the plan proposed. Individual- and firm-level
         planning is an essential part of the capitalist economy, and the main driver in this
         planning process is the search for profit. Government planning of the economy centralizes
         the planning and attempts to shield decisions from the profit and loss calculus of
         the market economy. In such an environment, the planners will find themselves without
         the requisite information to rationally calculate the best use of resources and will
         lack incentives to be efficient in the attempt to produce. Consistent with economic
         principles and with Rand’s story, the politics of pull will substitute for the lure
         of profits in guiding exchange and production under these circumstances. The slippery
         slope that Hayek, Hazlitt, and Mises warned about—where one failed intervention begets
         another failed intervention—is neatly illustrated in Rand’s story. Moreover, as in
         the work of these economists, the reversal of public policy away from statism and
         toward freedom will not occur until a sea change in the underlying ideology takes
         place. So one can read in Rand’s novel both the dynamics of interventionism and the
         mechanism of effective social change that a variety of classical liberal economists
         since Adam Smith have attempted to articulate in their articles and books.
      

      
      Conclusion

      
      Atlas Shrugged is arguably the most economically literate work by a major novelist in the history
         of literature. Daniel Defoe actually wrote in the field of economics, and his story
         of Robinson Crusoe became the quintessential fictional allusion for economists. But
         in my opinion, Rand taught more common-sense economic truth than any other novelist.
         The economic principles her novel sought to communicate were the rewards for productive
         efficiency and innovation, the benefits of trade, and the destruction of production
         and the distortions to exchange relationships that result from government intervention
         in the economy. The novel’s main focus is telling the story of the consequences of
         bad economic policies and of the moral bankruptcy of the ideology of egalitarianism
         and envy. We get glimpses of the positive benefits from markets in discussions of
         the lives of Dagny Taggart and Hank Rearden, the discussions of the economic life
         of the age prior to the era of egalitarianism and socialism, and the economic organization
         of the world that John Galt and the others who have gone on strike had created. In
         Galt’s Gulch, money retains its value, rather than being eroded through inflationary
         policy; men compete to attract customers to their product through adjustments of quality
         and price, rather than seek government protections from competition; the individual
         and his unique talents are appreciated, rather than the object of envy and scornful
         derision. Rand’s exercise in contrast could not be starker.
      

      
      We communicate with others through stories, and compelling stories stick in our minds.
         We cannot escape the narrative form even if we desire to do so. In teaching a technical
         subject—especially one like economics, which has been termed the “dismal science,”
         in direct contrast to the “gay science” of literature—it is particularly important
         to make the subject come alive for students, by using personalities populating economic
         models and stories illustrating economic principles. Abstract principles can be explained
         abstractly in terms of agent A producing widgets to sell to agent B, but will the
         students remember the meaning of the tale you are constructing? I think the evidence
         on this is clear. We do best if we take the time to construct a narrative that is
         compelling to our intended audience. The choice is not between storytelling or no
         storytelling, but instead between telling stories that are memorable versus telling
         stories that are boring. Economics is a powerful frame of reference for understanding
         the world in which we live, and once this frame of reference is adopted by someone,
         their perspective on the world is forever changed.
      

      
      Ayn Rand’s novel Atlas Shrugged provides such a compelling narrative and has done so for over sixty years. The question
         “Who is John Galt?” makes Trivial Pursuit games, but the principles of a free economy
         and the negative consequences of interventionism that Rand wrote about are not necessarily
         as widely appreciated as her artistic talents. I hope the next fifty years will see
         her work recognized as one of the great pieces of literature relevant to economics,
         and thus utilized more and more in the economics classroom. The principles in Rand’s
         novel will hopefully become not only accepted within a circle of professional economists,
         but part of the common knowledge of the people of this country and the world.
      

      
      Notes

      
      
         First published in Journal of Ayn Rand Studies 6, no. 2: 445–65.
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            1. After Paul was unfortunately diagnosed with an incurable illness, he asked me to consider
                  taking over the textbook and keeping it up to date and in print. Along with David
                  Prychitko, I took on that assignment, and in 2002 we published the tenth edition of
                  The Economics of Thinking as Heyne, Boettke, and Prychitko (2002). The eleventh revised edition of the book
                  is now available (Heyne, Boettke, and Prychitko 2005), so I may be accused of shameless
                  self-promotion, but given the audience of this book I trust my readers will instead
                  see this as consistent with the virtue of selfishness.
               

            

         

         
            2. A wonderful collection of a variety of pieces of literature and an explanation of
                  the economic principles conveyed in the passages can be found in The Literary Book of Economics by Michael Watts (2003).
               

            

         

         
            3. James Buchanan, who was one of my teachers, is also one of my favorite economists.
                  His essay “Economics as a Public Science” ([1996] 2000) argues that our role as economists
                  in teaching the basic principles of our science so that students can become informed
                  citizens within the democratic process should always be remembered as the primary
                  justification for our salaries. “In modern practice, too much talented intellectual
                  capital is used up in searches for solutions of stylized puzzles with little or no
                  relevance for the ongoing, necessarily repetitive, and sometimes boring, activity
                  of ‘teaching’ the long-accepted principles of the science” (49).
               

            

         

         
            4. In Piaget’s theory, this is called the law of becoming conscious: as a rule we know
                  how to do something, on the skill level, before we become able to know how we do it,
                  at a conscious level. Gilbert Ryle distinguished between knowing how and knowing that,
                  while in the work of Michael Polanyi, tacit knowledge is contrasted with articulate
                  knowledge. Nelson and Winter are explicitly influenced by Polanyi in their work on
                  the internal organization of the firm, so it is not a stretch to assume that Polanyi’s
                  work influenced their general understanding of epistemology in general.
               

            

         

         
            5. The economist as storyteller can also use absurdity to make a lasting point. The most
                  famous example of the use of a reductio ad absurdum by an economist is probably Frederic
                  Bastiat’s great satire, originally published in the 1840s, about the candlestick makers
                  petitioning the government to restrict the unfair competition from the sun. See Bastiat
                  1964, 56–60.
               

            

         

         
            6. Thus, the importance of my classroom experiment in literary criticism between Rand
                  and Steinbeck. The underlying economics of The Grapes of Wrath is one of the inherent instability of capitalism, the underconsumption theory of
                  depressions, the exploitation of the worker by business, the inevitable monopolistic
                  tendencies of markets, and the view that state monopoly is the natural evolution of
                  unhampered capitalism.
               

            

         

         
            7. It has been argued by Bernice Rosenthal (2004) that the firsthand experience of economic
                  collapse that Rand acquired in Russia—during World War I, the revolutions, and under
                  communist rule—is the source of Rand’s understanding of economics.
               

            

         

         
            8. In a letter to Martin Larson dated 15 July 1960, Rand (1995, 582) recommends the following
                  works to dispel the myth that the market economy is depression-prone and to prove
                  that depressions are caused instead by government intervention in the economy: “I
                  refer you to such books as Capitalism the Creator by Carl Snyder, Economics in One Lesson by Henry Hazlitt, How Can Europe Survive by Hans Sennholz, and the works of the great economist Ludwig von Mises.”
               

            

         

         
            9. However, for an excellent discussion of ethics as social science and how the Hazlitt
                  and Mises position need not be confined to moral relativism, as Rand thought it must,
                  see Leland Yeager (2001). There is an exchange between Yeager and William Thomas on
                  the subject of that work in the current volume.
               

            

         

         
            10. A wonderful discussion of what Mises thought were the primary objectives in proper
                  economic education can be found in his memorandum of 1948 to Leonard Read concerning
                  the tasks of the newly founded Foundation for Economic Education, where Mises was
                  an advisor to Read. See Mises ([1948] 1990).
               

            

         

         
            11. I make the qualification about noneconomist only because Breit and Elzinga have used
                  the genre of detective novels (Jevons [1978] 1993; 1985; 1995) and Russell Roberts
                  (2001a; 2001b) has also more recently used the novel form to explicitly teach the
                  principles of economics to their readers.
               

            

         

         
            12. In an irony of timing, the last time I taught from Atlas Shrugged we were going over Rearden’s trial when Judge Jackson’s ruling on Microsoft came
                  down. It made for a great week or two of class. The havoc that antitrust policy can
                  have when based on poor economic reasoning was perhaps best summed up by Judge Robert
                  Bork (1978, 92) when he said: “A determined attempt to remake the American economy
                  into a replica of the textbook model of competition would have roughly the same effect
                  on national wealth as several dozen strategically placed nuclear explosions.”
               

            

         

         
            13. As Chris Matthew Sciabarra has pointed out to me, Rand actually saw Ragnar Danneskjold
                  as an inversion of the Robin Hood legend. Rand’s intellectual style was one that often
                  began with a conventional icon, appropriating it, and then inverting it. Ragnar, she
                  writes in a 30 October 1948 journal entry, is a “Robin Hood who robs the [parasitic]
                  humanitarians and gives to the [productive] rich” (Rand 1997, 585).
               

            

         

         
            14. A thorough discussion of the consequences of Ivy Starnes’s plan at the Twentieth Century
                  Motor Company is provided in Atlas Shrugged when Dagny meets a tramp who was a former employee at the company at the time of
                  its introduction (Rand 1957, 616–27). In many ways, this discussion is actually the
                  best discussion of economics in the novel and in particular provides a logical explanation
                  of how the best of intentions are dashed by the inability of government planning to
                  achieve its purpose because of incentives and the unworkability of state planning
                  of the economy, and thus the cumbersomeness of the tasks is exploited by those who
                  seek power to rule over others. “But when the people are six thousand howling voices,
                  trying to decide without yardstick, rhyme or reason, when there are no rules to the
                  game and each can demand anything, but has a right to nothing, when everybody holds
                  power over everybody’s life except his own—then it turns out, as it did, that the
                  voice of the people is Ivy Starnes. By the end of the second year, we dropped the
                  pretense of the ‘family meetings’—in the name of ‘production efficiency and time economy,’
                  one meeting used to take ten days—and all the petitions of need were simply sent to
                  Miss Starnes’ office” (623). Hayek’s thesis from The Road to Serfdom (1944), about both how the worst get on top and the limits of democratic agreement,
                  could not have been better illustrated than in the treatment in Rand’s book. The very
                  unworkability of the ideology of the moochers and the aspirations of planners provides
                  the opportunity for the looters to wield power to their favor for as long as the system
                  lasts.
               

            

         

      

   
      Chapter 4

      Cultivating the Economic 
Imagination with Atlas Shrugged

      
         
         
         
         Emily Chamlee-Wright

         
         
      

      
      Like many professional economists, it was my introductory economics course that turned
         the “light switch” of economic reasoning on. Once we understand the world through
         the lens of marginal analysis, for example, it is impossible not to see the world
         this way. But while introductory and intermediate theory courses trained me to see
         the world as an economist, it was a different course that caused me to fall in love
         with the discipline. That course was comparative economic systems—a course that was
         infused with insights and readings drawn from the Austrian school of economic thought.
         It was in that semester of my junior year that I discovered with crystal-clear certainty
         what it was that I was going to do with my professional life. 
      

      
      Whenever I have the opportunity to teach comparative economic systems, I tell my students
         that bit of personal history—that of all the courses I teach, comparative systems
         holds a particularly special place in my heart. But I also acknowledge that professorial
         indulgence should not be the principal reason for offering a course. Institutional
         resources and the time I have with my students are too scarce and precious to fritter
         away on nostalgic wanderings. And in the post-soviet world, it is reasonable to ask
         whether comparative economic systems still earns its right to hold a place in the
         undergraduate curriculum. On the first day of class, I pose this question to my students:
         “Given the apparent victory of markets over socialism, the demise of the Soviet Union
         and the defeat of fascism in the twentieth century, why should we bother teaching
         comparative systems in the twenty-first century?” 
      

      
      The discussion that unfolds almost always looks something like the following. Students
         immediately respond that the ideological attraction to socialism is anything but dead.
         Devotees of Marxism (and there are always some in every section of comparative systems
         I teach) tell me that the case favoring markets is not really that clear. “Just look
         at the financial crisis of 2008,” they say. I always have a few staunch defenders
         of the market in every class, but even they concede that a good many of their late-night
         discussions are devoted to defending their positions against ideologically committed
         socialists. I can also count on students to offer some version of the “history matters”
         rationale. I affirm this by pointing out that the twentieth century was shaped by
         the great debate between the advocates of central economic planning and the advocates
         of market coordination and that the century’s national and international politics
         reflected this great debate. There is no way to understand the twentieth century,
         and thus no way to understand where we are now, I assert, without understanding the
         appeal of Marxism and the historical events that unfolded under its influence. These
         assertions are generally met with affirming nods from my students. 
      

      
      The door is then open for me to offer a few more reasons for studying comparative
         economic systems that students are less likely to grasp on their own. Though the Soviet
         Union is no longer with us, the soviet-type economy and the pervasive rent-seeking
         society it fosters is still very much a part of the daily experience of much of the
         developing world. And even many of the political economy dynamics we see in western
         liberal democracies become clearer if we understand the systematic outcomes that emerge
         in soviet-type economies.
      

      
      And then I return to that bit of personal history as the final rationale. The reason
         why comparative economic systems was the course that made me fall in love with the
         discipline is that this course made me understand how important economics is to the
         human condition. My professor, the late Don Lavoie, posed the following challenge
         to his students. He would ask, “How is it that the same civilization that gave us
         Bach and Mozart and some of the world’s greatest philosophers and artists could systematically
         murder six million of its own people?” He would ask, “Why is it that societies claiming
         the mantle of human emancipation under the banner of Marxist socialism so predictably
         lead to the state violence perpetrated under Stalin, Mao, Pol Pot, Mengistu, and others?”
         He would then say, “Understanding how and why these atrocities happen is a critical
         question for any student of the social order. More importantly for us, if there is
         any systematic connection between these atrocities and the economic policies that
         were pursued in the name of socialism and National Socialism, it is our duty as economists
         to understand these connections.” These were the questions and the call to duty that
         made me recognize the importance and meaning of being a good economist. 
      

      
      In the many times I have taught this course I have never strayed from this introduction.
         But the means by which I attempt to help students make these essential connections
         have varied. One particularly important innovation has been the assignment of Ayn
         Rand’s Atlas Shrugged as a required part of the course. For many years I resisted including the novel.
         The book’s length can be intimidating to students and necessarily displaces other
         readings important to the subject. Further, I feared that Rand’s uncompromising and
         often over-the-top ideological stance may leave some students with the impression
         that the intent of the course is ideological indoctrination. And while it was not
         an overriding concern, I did wonder if Rand’s view of reason would shroud some of
         the more Austrian-oriented lessons I hoped to convey in the course, such as Hayek’s
         critique of constructivist rationality. But having experimented with the text for
         several years, I have become increasingly convinced of its value for accomplishing
         the most important goal of an undergraduate economics curriculum, and that is to cultivate
         in students what I call the “economic imagination.”
      

      
      In his 1959 book of the same name, C. Wright Mills coined the phrase “the sociological
         imagination,” by which he meant the capacity to identify the systematic ways in which
         social forces shape individual choice and action. The implication is that the essential
         connections that form the core of the sociological discipline are often hard to recognize—that
         the good sociologist is one who acquires the appropriate mental maps needed to navigate
         complex social environments and the appropriate tools to more easily identify that
         which might otherwise be hidden from the casual observer. The phrase should resonate
         with economists, as this is similar to what we do as scholars and teachers. Think,
         for example, of Frederic Bastiat’s (1995 [1848]) essay “What Is Seen and What Is Not
         Seen.” Bastiat argues that the good economist is one who identifies not only the intended
         positive outcomes of some policy intervention (that are often easily recognized) but
         also the costs and the unintended negative consequences that are often much harder
         to track. Bastiat’s position is helpful in defining what we might call the “economic
         imagination,” the capacity to anticipate and recognize the systematic (though often
         unintended) economic effects of social change, political change, or a change in the
         underlying rules of the game upon which society rests. When we are teaching at our
         best, we are cultivating the economic imagination in our students. 
      

      
      In the following section I discuss how storytelling (in general) and Atlas Shrugged, in particular, play an essential role in sparking and developing the economic imagination.
         I then discuss the ways in which the novel’s plotlines shed light on subject areas
         central to the study of comparative economic systems, including Marxism, the soviet-type
         economy, and the economics of fascism. In the penultimate section, I examine the ways
         in which the novel is in tension with key Austrian themes and, drawing upon student
         essays, I illustrate how these tensions can be leveraged toward a fuller understanding
         of what Hayek calls the “extended order.” The final section offers some concluding
         remarks. 
      

      
      The Importance of Narrative in Cultivating the Economic Imagination

      
      Narrative plays a critical role in developing the economic imagination. Notice that
         I did not say that “narrative can play a critical role,” as in “it is a good idea
         to include narrative as part of an effective pedagogy.” Rather, my claim here is that
         narrative is always playing a role in our attempts to cultivate the economic imagination
         in our students. When we explain the unintended consequences of rent control, for
         example, we perform the appropriate graphical analysis, and as McCloskey (1998) reminds
         us, even this is storytelling. But, as McCloskey also points out, the graphical or
         mathematical analysis that is sufficient to get the point across to a trained economist
         is insufficient if it is to persuade the novice. The novice needs to hear a fuller
         story of what happens and why. What are the incentives facing property owners to perform
         regular maintenance, for example? Adding some vivid detail, such as the long wait
         and high search costs of finding an apartment, and some surprising developments in
         plot, like the fact that many of the rent controlled apartments in San Francisco are
         occupied by successful business professionals, helps cultivate students’ imagination
         so that they can see the connection between policy and less-than-obvious unintended
         consequences. 
      

      
      While it is clear that we all tell stories in our teaching, when considering a commitment
         as significant as assigning a 1,168-page novel, it is worth asking what exactly storytelling
         does for us. Clearly, storytelling animates the economic lesson with drama, intrigue,
         and character and plot development. But beyond making the class more entertaining,
         is there some pedagogical advantage? 
      

      
      In my experience teaching Atlas Shrugged, I have identified at least three—there are likely more—pedagogical advantages that
         are particularly relevant for cultivating the economic imagination. First, character
         and plot development can serve as a substitute for experience. While a seasoned professional
         might be likely to anticipate the effects a regulatory control might have on their
         industry, the typical undergraduate lacks the experience required to make these connections.
         Rand’s plot developments, such as the Equalization of Opportunity Bill designed to
         help (i.e., funnel rents to) the “little guy” in business at the expense of productive
         industrialists like Hank Rearden, enable the reader to see the debilitating effects
         such interventions present. Further, and particularly important if student sentiment
         tends to default toward the “little guys” of the world, Rand’s character development
         creates an affinity between reader and character. The student not only comes to understand
         the effects the regulatory controls have on Rearden, because they develop a fondness
         for the Rearden character, they are more likely to experience something akin to moral
         repugnance when he is forced to sell his iron ore mines to the politically connected
         Paul Larkin. But even if the development of Hank Rearden’s character never moves the
         reader to feel morally outraged on his behalf, or if they assume that figures like
         Rearden (real or fictional) can withstand the burden, Rearden’s story teaches students
         something about the unintended and widespread negative consequences that can emerge
         when the state abridges economic freedom. The significant detail connecting the regulatory
         constraints on Rearden and the hardships these constraints create for average people
         cautions students against naively concluding that regulatory controls only hurt the
         rich. Part of the challenge of cultivating the economic imagination is being able
         to imagine who it is that is being harmed by economic policy that targets the wealthy.
         Atlas Shrugged offers the reader a detailed tour of the various ways such interventions harm the
         average person.
      

      
      A second pedagogical advantage of fictional storytelling is the way in which it can
         complement the storytelling we do based on nonfictional historical accounts. The economic
         histories of the Russian revolution, Soviet-bloc countries, and National Socialism
         in Europe are the ground in which I situate the lessons of comparative systems analysis.
         But as a practical matter, to the extent that students will know anything about the
         political and economic histories of Soviet Socialism and National Socialism, there
         will be no consistent core narrative that the professor can assume her students possess
         coming into her course. I do, of course, include scholarly treatments of pertinent
         historical periods, but there is only so much historical ground that can be covered
         well in a semester-long course. Fiction, on the other hand, allows the professor and
         her students to wrap their arms around the entire “universe” that the author creates.
         If that universe is rich with economic lessons, the capacity of the entire class to
         grasp the whole of it together can be tremendously useful in identifying systemic
         consequences, such as economic collapse, of perverse policy interventions. 
      

      
      A well-developed economic imagination not only identifies cause and effect, it is
         capable of anticipating outcomes that are systematic and expected along the lines
         of sound economic theory but are not otherwise obvious. As Boettke (2005) argues,
         it is on this point that Atlas Shrugged shines particularly bright. For example, the rent-seeking storyline established early
         on in Atlas Shrugged not only pegs the behavior as unfair and morally reprehensible, it also sets a course
         for understanding the political and economic logic that flows from it. Most students
         recognize the rent-seeking born of political privilege as lamentable and unfair, particularly
         when its beneficiaries are industrialists like James Taggart, but students often see
         this kind of activity as a variation of (not in contrast to) profit seeking in the
         market. Rand’s storyline challenges the intellectual habit that collapses one into
         the other and clearly marks the difference by tracking the outcomes of market-based
         profit seeking and politically-based rent seeking.
      

      
      Rand’s narrative captures the unintended and far-flung benefits of profit seeking
         in her description of how an advance in one industry, such as more efficient rail
         transport, drives down the costs and enhances productivity in countless other industries,
         from manufacturing to agriculture. Rand contrasts these systemic benefits of profit
         seeking by tracking the unintended and far-flung negative consequences of rent seeking.
         For example, as political criteria increasingly replace market criteria for the allocation
         of scarce resources, the economic lifeblood is drained from the productive firms and
         regions of the country. And when the novel is read alongside scholarly works on the
         failures of socialism, students begin to see key events in the narrative as illustrations
         of systemic outcomes, not just the fanciful storytelling of the author. For example,
         one of my comparative systems students analyzed the fictional disaster in the Taggart
         Tunnel as part of a predictable pattern of what is likely to happen when government
         controls the distribution of resources and when political pull trumps good judgment.
         She then went on to compare the fictional disaster to those experienced throughout
         Soviet history. For this student, Atlas Shrugged helped to cultivate the economic imagination by bringing into view connections that
         are systemic but not always easily seen.
      

      
      When teaching the principles of political economy, my ambition is to help students
         get to the point where they can anticipate the ways in which an economic intervention
         aimed at supporting a particular group tends to lead to perverse outcomes, which leads
         to further intervention, which leads to further inefficiencies, and so on, ultimately
         leading to overall economic decay. Unless students have considerable background knowledge
         of the historical context from which this lesson is to be learned, it can be difficult
         to convey. Rand’s narrative, however, puts this lesson in closer reach. The efficiency
         of Dagny Taggart’s railroad line made of Rearden Metal represents a significant advantage
         for Taggart Transcontinental, Hank Rearden, and the business interests the line served,
         such at Ellis Wyatt’s oil field operation in Colorado. Fearing the competition this
         greater efficiency posed to other railroads, union interests lobbied the government
         to pass laws limiting train traffic to sixty miles per hour (far below what the rails
         made of Rearden Metal would allow) and the length of all trains to sixty railcars.
         Neighboring states demanded that the number of trains run in Colorado not exceed the
         number run in their states. Rearden’s competitor Orren Boyle petitioned to have the
         Preservation of Livelihood Law passed, which would limit the production of Rearden
         Metal to what other steel companies of equal capacity could produce. Eastern states
         pushed for the Public Stability Law, prohibiting businesses from relocating to Colorado.
         A group of manufacturers lobbied for the Fair Share Law, which would require Rearden
         to supply an equal share of Rearden Metal to any manufacturer who demanded it. 
      

      
      At the end of Part I of the novel, all of the aforementioned proposals are approved
         by Wesley Mouch, the Top Coordinator of the Bureau of Economic Planning and National
         Resources. To gain the cooperation of James Taggart, Mouch simultaneously placed a
         moratorium on the repayment of railroad bonds for five years. The costs of implementing
         these directives were to be covered by a special tax on business interests in Colorado.
         Part II of the novel describes in meticulous detail the inefficiencies and economic
         decay that follow, not only in the railroad industry, but in all industries; not only
         in Colorado, but in all regions of the country. As the decline hastens and becomes
         more severe, Wesley Mouch repeatedly asserts the need for broader powers, which he
         eventually secures in the form of Directive 10–289. In the name of counteracting further
         economic decline, Directive 10–289 freezes all employment at current wages, disallows
         firms or employees from exiting their current position, turns all patents, copyrights,
         and inventions over to the state, disallows further innovation or any changes in production,
         and grants broad powers to the Unification Board to adjudicate all matters related
         to Directive 10–289. In short, interventions designed to protect particular interests
         from market competition predictably evolve into greater state control of the economy.
         
      

      
      Dystopian literature like Atlas Shrugged is particularly well-suited to teasing out the unintended negative consequences that
         tend to emerge when social engineers attempt to design the social order from the top
         down. While the goal may be the crafting of an ideal society, designed social orders
         necessarily curtail individual freedom. Consider, for example, George Orwell’s Animal Farm and 1984. Other dystopian novels, such as Lois Lowry’s The Giver, begin by depicting an apparent utopia in which people are relieved from ever having
         to make choices for themselves, only to reveal the dystopian consequences through
         the course of the novel. As is common with other dystopian fiction, the encroachment
         on civil and personal freedoms and the centralization of power in Atlas Shrugged begin modestly and get progressively worse. But unlike most dystopian literature,
         Rand’s storytelling connects economic freedom as an essential part of this logic.
      

      
      In making the case for storytelling as a useful (even necessary) pedagogical tool,
         I should point out that it is a particular kind of story that economists need. Political
         economy patterns that emerge from a shift in the rule structure or a policy intervention
         are systemic in nature, so in order to teach political economy lessons the storyline
         must be predictable in the sense that they are plausible from the perspective of economic
         theory. Stories filled with fanciful plot twists of fairies, magical spells, and potions
         may be the source of wonderful storytelling, but they are not particularly good for
         cultivating the economic imagination. On the other hand, good economic stories need
         not be (nor should they be) predictable in every detail. The fact that real world
         unintended consequences are not algorithmic makes them hard to identify and makes
         the cultivation of the economic imagination so important. Thus, the kinds of stories
         that are most helpful in cultivating the economic imagination are those that tell
         a plausible story—plausible in terms of what economic theory would predict—but make
         connections between the intervention and the associated unintended consequence that
         are not otherwise obvious. Atlas Shrugged meets both these essential criteria for good economic storytelling.
      

      
      Exploring Comparative Economic Systems 
through Atlas Shrugged

      
      I structure the comparative systems course around four principal themes: Marx’s case
         favoring central economic planning, mainstream and Austrian critiques of socialism,
         the economic history and systemic features of soviet-type socialism, and the economics
         of fascism. Atlas Shrugged plays a key role in each of these areas of inquiry. Even discussions of Marx’s writings
         can be informed by the novel’s characters and plotlines. If critiques of Marxism are
         to be taken seriously, and if students are to successfully develop their skills of
         critical thinking, it is essential that students’ understandings of key Marxist ideas,
         such as the alienation critique of capitalism, are not straw man versions. Inviting
         students to critique Atlas Shrugged from a Marxian perspective can be helpful in focusing their attention on the most
         salient themes in Marx. But interestingly, in the course of their analysis, students
         also find ways in which Marx and Rand intersect. For example, both Marx (2000 [1844])
         and Rand see productive work as a natural extension of what it means to be human.
         And both see the institutional context in which work takes place as critical to the
         question of whether man’s work is a mere chore or a life-affirming act. Exploring
         some of these points of connection helps students see more clearly how each thinker
         is identifying a social system that connects institutional context with patterned
         outcomes. 
      

      
      Most students enter the comparative systems course equipped with some version of the
         mainstream critique of socialism. They understand either intuitively or perhaps from
         previous economics or political science courses that Marxist socialism tends to be
         plagued with incentives problems that result in a lack of productivity and persistent
         inefficiency. But an advanced understanding of this critique reaches beyond the immediate
         incentives problems. A critical lesson to be learned from a comparative systems course
         is how impersonal mechanisms of market exchange drive key features of the wider social
         order. A pattern of economic prosperity is one system-wide outcome, but so are patterns
         of social cooperation, the growth of civil society, and the development of social
         norms such as generalized trust and reciprocity. Atlas Shrugged illustrates these connections especially well in the events related to the Twentieth
         Century Motor Company. 
      

      
      Under the leadership of Jed Starnes, the Twentieth Century Motor Company was a thriving
         and innovative firm. The company was the lifeblood of Starnseville, Wisconsin, the
         town in which it was set. By the time protagonists Dagny Taggart and Hank Rearden
         visit the factory, it had long since ceased operations. The motor that Dagny and Rearden
         find in the abandoned factory inspires Dagny’s search for its inventor (the man who
         created and also stopped the motor of the world). But along the way, Dagny also learns
         what it was that killed this once thriving enterprise. Upon inheriting the company,
         the three Starnes heirs introduced a new organizational ideology in which workers
         were expected to contribute according to their abilities and were to be paid in accordance
         with their need. Within four years of initiating the plan, the company was bankrupt.
      

      
      It is in Dagny’s meeting with Jeff Allen, a former lathe operator at the Twentieth
         Century Motor Company, that Rand identifies for the reader the ways in which broader
         patterns of social life are connected to the impersonal mechanisms of market exchange.
         Now a transient in search of work, Allen has sneaked aboard the rails of Taggart Transcontinental.
         Dagny offers to share a meal with Allen. In the course of their conversation, Allen
         tells her of the company’s decline and of the social decay that followed once the
         company abandoned the impersonal mechanisms of market exchange in favor of the supposedly
         more humane rule of “from each according to his ability, to each according to his
         need.” 
      

      
      Allen describes, for example, that the factory workers had once celebrated the birth
         of a child and had passed the hat for someone who was sick or had fallen upon misfortune.
         But once workers’ needs represented a claim on each other’s income, new children,
         new illness, and newly arrived relatives in need were the source of bitterness and
         conflict. Allen describes the loss of moral integrity that comes when one’s efforts
         are disconnected from reward. Allen tells the story of an elderly woman, once a favorite
         among the workers, who was likely killed by one of them once it was clear that her
         medical bills would represent a significant cut in their income. Allen also tells
         the story of a man who had once spent all of his disposable income on phonograph records.
         The man was no longer permitted such luxury items once it was determined that another
         family’s need, in this case for a child’s braces, was far greater than his desire
         for music. Allen describes how, without the pleasures of his music, the man turned
         to drink and in a drunken fit of rage knocked out the teeth of the girl whose braces
         had supposedly justified his sacrifice. 
      

      
      Allen’s account helps students see that the impersonal rules of exchange, general
         rules that govern interactions rather than aim at particular outcomes, are the source
         of widespread social cooperation and a healthy civil society. Policies that intentionally
         direct resources toward achieving particular ends, far from fostering a more humane
         society, unintentionally create conflict and discord. 
      

      
      Further, Allen’s account of Ivy Starnes reveals what is perhaps the most horrifying
         unintended consequence of leaving to others the responsibility of meeting one’s needs,
         namely the control such an ideology takes away from individuals and conveys to those
         with the power to distribute resources. Allen observes,
      

      
      
         [W]hen the people are six thousand howling voices, trying to decide without yardstick,
            rhyme or reason, when there are no rules to the game and each can demand anything,
            but has a right to nothing, when everybody holds power over everybody’s life except
            his own—then it turns out, as it did, that the voice of the people is Ivy Starnes.
            . . . Nobody can divide a factory’s income among thousands of people, without some
            sort of gauge to measure people’s value. Her gauge was bootlicking. (Rand 1999 [1957],
            p. 667)
         

         
      

      When the impersonal rules of exchange are replaced with personalistic determination,
         people like Ivy Starnes loom large in determining who is worthy of more resources
         and what circumstances qualify as need. As Hayek (2007 [1944]) observes in The Road to Serfdom, centrally planned economies do not avoid the need to choose. Rather, individuals
         merely cede the choosing (and the commensurate control this implies) to a central
         authority. 
      

      
      A primary goal in my comparative systems course is to convey to students the nature
         of the soviet-type economy as it was practiced in the course of Soviet history. To
         that end, I assign Peter Boettke’s The Political Economy of Soviet Socialism and classic articles on the unintended consequences of the soviet-type economy. These
         readings help students identify the connection between soviet-style economic planning
         and the unintended but systematic consequences of a shortage economy (including the
         emergence of black market trading), principal/agent problems that engender widespread
         inefficiency, and credible commitment problems such as soft budget constraints within
         the official economy. One challenge in learning these lessons is that it is difficult
         for most students to imagine what life is like in such a context. The economic decay
         depicted in Atlas Shrugged helps to fill this gap by describing in vivid detail the difficulties of finding
         resources and consumer goods that were once commonplace, the necessity of dealing
         in the black market, and the hardships suffered within a shortage economy. 
      

      
      Further, Atlas Shrugged cultivates the economic imagination by artfully linking the growing bureaucratization
         of the economy with the growth of the rent-seeking society, a central feature of the
         soviet-type economy (Boettke 2001). Above I describe the course of events that lead
         to Directive 10–289, in which the economy is rigidly bureaucratized by the state.
         With market signals no longer serving as a rationing mechanism, political pull becomes
         the only currency that matters. The farmers in Minnesota, the last productive agricultural
         region in the country, have no access to railcars to deliver their wheat to markets
         across the country, but “Ma” Chalmers uses her influence to redirect any remaining
         railcars to the delivery of her soybeans to her friends in California (only to spoil,
         as the soy beans were harvested too early). Hank Rearden has to deal on the black
         market to get the iron ore he requires, but the inefficient and well-connected Orren
         Boyle has all the raw materials he needs. The top floors of New York City’s office
         buildings are shut down for lack of electricity, but the Washington Men still had
         grapefruit for breakfast because the Smather Brother’s Florida grapefruit operation
         had “transportation pull.” Toward the end of the novel, even the Washington Men see
         that soon there will no longer be any rents left to loot, as their policies have eliminated
         any scope for productive action.
      

      
      Though Rand’s primary target in Atlas Shrugged is socialism, she also manages to offer a critique of fascism along the way. For
         example, the political economic context of the United States in Atlas Shrugged is more national socialist than socialist. Reminiscent of fascist leaders, Mr. Thompson,
         the Head of State in the novel, insists that he believes in private enterprise, but
         that private enterprise must be under the direction of the state. And the private
         sector power structure of James Taggart (representing railroads), Orren Boyle (representing
         steel), and Fred Kinnan (representing labor) more closely resembles the political
         industrial categories of European National Socialism than the political economy structure
         of Soviet socialism. 
      

      
      Other political economy phenomena associated with National Socialism are also well
         illustrated within Atlas Shrugged, in particular the militarization of the economy and the militarization of science.
         While the state is incapable of directing productive and scientific achievement toward
         economically efficient ends in a complex economy, it is capable of directing such
         resources toward a single end, such as militarization. The relationship between Dr.
         Robert Stadler and Dr. Floyd Ferris epitomizes this dynamic with the intellectual
         achievement of the former being gradually transferred to the military ambitions of
         the latter. Further, Dr. Ferris’s Project X (which can destroy entire cities with
         sound-wave technology) and Project F (which allows men of influence to torture their
         captives without killing them) reflect the growing importance the state is likely
         to place upon maintaining control through violence once economic conditions worsen.
         By weaving a critique of fascism into her critique of socialism, Rand underscores
         the Hayekian (2007 [1944]) insight that all forms of state collectivism reach more
         or less the same end. 
      

      
      Examining the Extended Order 
through Atlas Shrugged

      
      Despite the pedagogical benefits of Atlas Shrugged outlined above, Austrian economists are often reluctant to assign the novel because
         the view of reason and epistemology Rand advances stands in stark contrast to the
         view of reason and epistemology advanced within the Austrian school. Austrians generally
         adhere to what Sowell (2007) calls the “constrained view” of reason—that man’s reason
         is fundamentally limited in terms of the complexity it can design and control. This
         is not to suggest an upper bound on what human society can achieve. Rather, the point
         is that human achievement is driven more by the rules we adopt (often unconsciously)
         than by the power of man’s intentional reason. 
      

      
      The constrained view of reason reaches far back into the classical liberal tradition.
         The familiar “invisible hand” imagery in Smith’s (1991 [1776]) Wealth of Nations points to his emphasis on the spontaneous nature of economic coordination, how economic
         advancement does not rely upon a superior guiding intelligence but is instead self-regulated.
         In his earlier book The Theory of Moral Sentiments, Smith (2000 [1759]) warns of the dangers of attempting to orchestrate the social
         order according to intentional will. “The man of system,” Smith cautions, “. . . is
         apt to be very wise in his own conceit; and is often so enamoured with the supposed
         beauty of his own ideal plan of government, that he cannot suffer the smallest deviation
         from any part of it” (Smith 2000 [1759], vol. I, chapter ii). In his Essay on the History of Civil Society, Adam Ferguson (1782, part III, section 2) similarly directs our attention to the
         general social order that emerges by virtue of individual human action, but not by
         virtue of superior human design. “Every step and every movement of the multitude,
         even in what are termed enlightened ages, are made with equal blindness to the future;
         and nations stumble upon establishments, which are indeed the result of human action,
         but not the execution of any human design.”
      

      
       According to the constrained view of reason, a clear understanding of the social
         order requires us to understand the limitations of human reason to design and control
         it. 
      

      
      Austrian economists advanced this theme in the Socialist Calculation Debate (Mises 1981 [1922], Hayek 1984 [1937], 1984 [1948]; see also Lavoie 1985a, 1985b,
         1986, 1990). Two critical insights form the core of the Austrian contribution to the
         debate, the first of which is that market prices emerging from competitive bidding
         over privately owned resources serve a cognitive function in the market. Market prices
         guide economic behavior such that resources are directed to their highest valued use.
         Profits and losses based on market prices are the essential feedback mechanism that
         allows us to discover whether our judgments were right or wrong and whether our efforts
         have generated, on net, greater value (Mises 1981 [1922]). 
      

      
      The second critical Austrian contribution to the debate is a better understanding
         of the nature of economic knowledge. While standard critiques of socialism emphasize
         the incentive problems inherent within Marxist and other forms of socialism, Austrian
         economists—Hayek, in particular—focused on the socialist planner’s inability to tap,
         consolidate, and make appropriate use of the dispersed, local, and often tacit knowledge
         possessed by countless participants in the economy (Hayek 1984 [1935], 1984 [1937],
         1984 [1940], 1984 [1948]). The dispersed nature of economic knowledge and the limited
         capacity of human reason to direct and control complex social processes are the core
         of the Austrian argument against centralized economic planning (Mises 1981 [1922],
         1949; Hayek 1984 [1948], 1988). 
      

      
      In his later work, Hayek (1973, 1978, 1988) further explored the sources of the extended
         market order, and like Smith and Ferguson, emphasized the importance of general rules
         such as private property rights and enforceable contracts in advancing widespread
         social coordination. Such rules were part of the broader moral order that provides
         the support structure by which knowledge is cultivated and transmitted. The development
         of what Hayek (1988) called the “extended order” refers to the coordination that emerges
         when the rules of the social order evolve in a way that allows us to move beyond intended
         face-to-face cooperation and beneficence to create increasing layers of unintended
         and impersonal forms of cooperation and beneficence. It is in the extended order that
         people can make use of knowledge they do not possess directly and can cooperate with
         far-flung unknown others.
      

      
      But Hayek is clear that the development of and adherence to the rules that underlie
         the extended order is a cultural evolutionary process, not the outcome of rational
         intention.
      

      
      
         [I]t is important to avoid, right from the start, a notion that stems from what I
            call the “fatal conceit”: the idea that the ability to acquire skills stems from reason.
            For it is the other way around: our reason is as much the result of an evolutionary
            selection process as is our morality. It stems however from a somewhat separate development,
            so that one should never suppose that our reason is in the higher critical position
            and that only those moral rules are valid that reason endorses. (Hayek 1988, p. 21)
         

         
      

      Thus, the benefits we associate with the extended order are not the outcome of human
         reason, but instead rest upon the largely unconscious transmission of and adherence
         to general rules. Here again, Hayek’s critique of constructivist rationalism is central
         to the Austrian argument against socialism. It is the overestimation of man’s ability
         to use reason to direct complex economic and social processes that leads us to think
         that socialist direction is possible, and in Hayek’s view, is the fatal conceit that
         leads us down the road to serfdom. 
      

      
      One implication here is that Rand, in stressing the power of man’s reason as the driving
         force behind human progress, has set a trap for herself. Constructivist rationality,
         Austrians argue, even when accompanied by an ideological endorsement of market capitalism,
         can unwittingly be used to justify conscious direction of the economic order. 
      

      
      Students who read Hayek alongside Rand recognize this tension. After quoting Hayek’s
         (1984) essay “Individualism True and False,” student Mashail Malik observes that the
         strike of the mind central to the plot of Atlas Shrugged is problematic, as it identifies human genius as the source of social order. She
         observes further,
      

      
      
         In Hayek’s [view] a company would not collapse at the disappearance of the main director,
            and nor does this director have to be a genius (the way Dagny and Rearden are made
            out to be). Someone else who has similarly learned the rules of the game can step
            in as long as the institutional framework is in place. . . . Hayek correctly points
            out that if we were to try and make every choice on the basis of “reason,” or through
            checking observable facts in order to draw a “rational” conclusion, we would constantly
            be stuck in indecision or would move at a snail’s pace and get nothing done. The evolved
            rules and the institutions make such “rational” decision-making an unnecessary ordeal,
            and tell us the patterns of behavior to follow in order to receive expected results.
            We rely on these rules in part because of faith in these rules—they have worked in
            the past, we have no real need to know how they work, and they are in no way a consequence
            of our reason or rational discovery.
         

         
      

      Malik goes on to discuss the implications of this tension for development economics.
         If we adopt Rand’s view, Malik argues, we have no understanding of why a genius mind
         in, say, a sub-Saharan African country, cannot create significant wealth. It is not
         for the lack of intelligence that such a mind cannot create wealth, Malik argues,
         but because even a genius mind, once cut off from the extended order, cannot benefit
         from the knowledge embedded within and dispersed throughout the extended order (see
         Chamlee-Wright and Myers 2008). 
      

      
      As Malik and other students have pointed out, there are moments in the narrative of
         Atlas Shrugged that Rand opens herself up to the Austrian critique. For example, Rand’s heroes always
         rely on direct knowledge before making their decisions. Dagny Taggart is liberated
         from the effects of uninformed public opinion because her engineering degree allows
         her to know directly that Rearden Metal is sound. Francisco D’Anconia is justified
         in leading investors to ruin because they were basing their decisions upon his reputation
         as a successful industrialist and not upon their direct knowledge of his operations.
         And the brilliant industrialists living in their isolated valley seem to have no trouble
         providing for themselves, despite the fact that the span of their market is extremely
         limited. The final scene depicting the industrialists planning their return to the
         outside world suggests that their brilliance is enough to reverse the almost complete
         collapse of the social order. 
      

      
      On the other hand, a more sympathetic reading would acknowledge that clearly Rand
         does consider the rules of the game as essential. The systematic dismantling of property
         rights and the rule of law are central events that cause social and economic degradation.
         Further, there are moments when Rand appears to acknowledge that her brilliant industrialists
         are indeed limited in their cognitive abilities. Though Dagny can run a railroad,
         she cannot solve the mystery of what makes the motor work. For this she turns to Quentin
         Daniels. And it is to Dagny that Galt and D’Anconia turn when they discuss the possibilities
         of a more efficient rail system within the valley. 
      

      
      But beyond this more sympathetic reading, some elements within the novel describe
         the social order in ways that align with the Austrian view of the extended order.
         For example, there are some indications that Rand recognizes that the knowledge required
         to run a company, even if possessed by a superior mind, is fundamentally different
         from the knowledge required to direct an entire economy. On this point, student Jennifer
         Connelly points to the interaction between John Galt and his captors toward the end
         of the novel. The looters offer Galt the position of Top Coordinator of the Bureau
         of Economic Planning and National Resources, insisting that he can run the economy
         any way he wishes, so long as the state still maintains the political power to intervene
         as necessary. Clearly, Rand is intending to point to the ridiculousness of the request.
         Connelly adds, 
      

      
      
         [N]either Hayek . . . nor [Rand] indicate that one human mind can be omnipotent. Even
            the cool control that Rand’s heroes exercise over companies and industries is bound
            by the constraints of expertise. Although to many, Dagny “[is] the railroad” (Rand
            1999 [1957], p. 653), it is impossible to extrapolate the techniques of industry planning
            [at the firm-level] to the planning of a large, complex society. No planner can rely
            on “what is fair and reasonable” (Hayek 2007 [1944], p. 115) when s/he must “choose
            between [. . .] more milk for children and better wages for agricultural workers,
            or between employment for the unemployed or better wages for those already employed.”
            (Rand 1999 [1957], p. 116)
         

         
      

      Rand’s focus is on the planner’s inability to construct a morally just outcome, which
         we can view as a particular aspect of the general knowledge problem Hayek describes—that
         there is no scale of value to judge the best allocation of resources, whether the
         goal is productive efficiency or moral fairness. Further, Rand clearly indicates in
         her description of Galt’s Gulch that it is common rules—not conscious direction—create
         the context for a well-functioning social order. 
      

      
      A critical feature of the extended order is that productive market activity has massive
         positive spillover effects and that the benefits of productive activity extend far
         beyond their originator. Unintentional beneficence in the extended order is not the
         exception but the rule. Scattered throughout the novel, Rearden Metal is held up as
         an example of an innovation that creates benefits far beyond what Rearden intended,
         imagined, or captured in the form of profits. In his famous radio speech, John Galt
         refers to the pyramid of labor and intellect in which the man of intelligence creates
         the lion’s share of value, for which he receives only a partial share. 
      

      
      
         In proportion to the mental energy he spent, the man who creates a new invention receives
            but a small percentage of his value in terms of material payment, no matter what fortune
            he makes, no matter what millions he earns. But the man who works as a janitor in
            the factory producing that invention, receives an enormous payment in proportion to
            the mental effort that his job requires of him. And the same is true of all men between,
            on all levels of ambition and ability. The man at the top of the intellectual pyramid
            contributes the most to all those below him, but gets nothing except his material
            payment, receiving no intellectual bonus from others to add to the value of his time.
            The man at the bottom who, left to himself, would starve in his hopeless ineptitude,
            contributes nothing to those above him, but receives the bonus of all of their brains.
            (Rand 1999 [1957], p. 1065)
         

         
      

      While it might be objected that Rand is simply being elitist in her admiration of
         the “man at the top,” a subtler reading recognizes a Hayekian theme (intended or not)—that
         ordinary market participants achieve remarkable levels of productivity and consumption
         because we benefit from the productive achievement of others. Unlike Rand, Hayek would
         credit the “man at the bottom” for also being the source of unintended beneficence.
         Ordinary market participants provide divided and specialized labor, savings and investment,
         and a market sufficiently large such that the “man at the top” can exercise whatever
         genius he may have to offer. Nonetheless, Rand’s point that productive people unintentionally
         benefit others far beyond their own immediate sphere aligns well with Hayek’s arguments
         regarding the widespread unintentional patterns of beneficence that emerge out of
         impersonal mechanisms of exchange. 
      

      
      One of the best illustrations of the nature of the extended order is seen toward the
         end of the novel when the Taggart Bridge, the last link connecting the eastern and
         western United States, has been destroyed. Dagny Taggart’s faithful associate, Eddie
         Willers, is left stranded in the desert with a broken locomotive and will presumably
         die. Student Michael Williams asks, 
      

      
      
         “What might Hayek say about the death of Eddie Willers?” Hayek’s answer is simple.
            Eddie ended up on a train with a broken engine because he was . . . cut off from what
            Hayek calls the extended order. A mind is just a mind, no matter how gifted, when
            it is cut off from other minds. No single person has the knowledge necessary to run
            the modern world. There are very real limits to what a single mind can accomplish.
         

         
      

      One might interpret Rand’s abandonment of the Willers character as a statement about
         how inept he was to save himself—that Dagny and the other great minds would have been
         able to save themselves. But in a manner similar to Williams, Connelly illustrates
         that the lesson to be learned might well be a Hayekian one. 
      

      
      
         In the desert, Eddie’s life does “depen[d] upon [his] mind” (Rand 1999 [1957], p.
            1058), and his nonexistent knowledge of motor mechanics leaves him stranded. But in
            the systemic utopia of Galt’s Gulch, Eddie would not have to understand a train’s
            motor in order to use it. There, all individuals are free to pursue Hayek’s ideal—to
            “develop their own individual gifts and bents” (Hayek 2007 [1944], p. 68) . . . [A]lthough
            [Rand] insists that “[e]very act of man’s life has to be willed” (Ibid., p. 1057),
            her utopia, like Hayek’s extended order, “show[s] how solution[s are] produced by
            interactions of people each of whom possesses only partial knowledge” (Hayek 1984
            [1948], p. 91). Both Hayek and Rand agree on one thing: the best society rests on
            the productive achievements of individuals among whom knowledge—and freedom to choose
            and think—is widely dispersed.
         

         
      

      My point is not to settle which of these interpretations is correct. Both Malik, who
         sees a fundamental conflict between Hayek and Rand, and Williams and Connelly, who
         identify an underlying commonality between the two, make salient arguments. My point,
         rather, is to demonstrate that Atlas Shrugged is an excellent vehicle (as either foil or helpmate) for training students to identify
         key Austrian insights regarding the nature and sources of the extended order.
      

      
      Conclusion

      
      Suppose we economists were to wander over to the English department at our respective
         colleges or universities to find the most prolific fiction writer on campus. Suppose
         we offer to commission a novel that will illustrate the economic and social perils
         of central economic planning, the political economy of a rent-seeking society, the
         unintended consequences of the soviet-type economy, the dangers associated with unchecked
         rent seeking in the context of a western democracy, and the economics of fascism.
         The descriptions and events that unfold must conform to patterns that economic theory
         would predict, and the connections have to be clear enough that the narrative helps
         readers cultivate the economic imagination. And for good measure, we ask our would-be
         novelist to craft a narrative that examines the meaning of living a life of integrity
         and to ensure that the final outcome is exciting to read. If our English department
         colleague has any sense at all, she would kick us out of her office. And yet, with
         Atlas Shrugged, Rand has met what would otherwise be considered our impossible demands. 
      

      
      Arguably, developing the economic imagination is the most important contribution we
         make to the liberal education of our students. Critical thinking requires that students
         possess the cognitive tools they need to track cause and effect even when the causal
         links are not easily recognized; even when the outcomes are not any part of man’s
         intention; and especially when political rhetoric aims to direct our attention away
         from identifying those causal links. But developing this dimension of critical thinking
         can be among the most difficult challenges students face in their study of economics.
         The difference between the students who “think like an economist” and the student
         who never seems to “get it” is not defined by their comfort with formal theory or
         their quantitative skills. The difference is in their ability to see beyond their
         direct experience and to imagine with the discipline of a trained mind the unintended
         economic outcomes a change in the rules of the game might create. 
      

      
      An undergraduate course in comparative economic systems plays a particularly valuable
         role in developing the capacity for this brand of critical thinking, as it invites
         the student to consider and compare radically different rules of the social order.
         And Atlas Shrugged can play a central role, as both helpmate and foil, in advancing the goals of such
         a course by sparking and cultivating the economic imagination.
      

      
      Note

      
      
         First published in Journal of Economics and Finance Education 10, no. 2 (Fall 2011): 41–53.
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      Chapter 5

      Inclusion of Atlas Shrugged in Economics Classes
      

      
         
         
         
         Calvin A. Kent and Paul Hamilton

         
         
      

      
      In 1957 Ayn Rand published Atlas Shrugged, which has become one of the most popular novels of the past half-century (The Week, 2009). The only book with a focus on economics that has outsold this one is Adam
         Smith’s Wealth of Nations. The use of Atlas Shrugged on college campuses has accelerated as the United States contemplates renewed calls
         for government regulation, large government interventions into markets, and expanding
         public programs. The distribution of Rand’s philosophy, Objectivism,[1]   and pro-capitalism ideals has been significantly expanded by the establishment
         of some sixty university programs with support from the BB&T Foundation (CISC, 2009).
         In addition, attention is being given in collegiate circles to “Taking the Right Seriously”
         (Lilla, 2009).
      

      
      By using a suspense novel, Rand was able to advance certain moral and economic concepts.

      
      Atlas Shrugged demonstrates two economic positions. The first illustrates how entrepreneurs’ efforts
         contribute to economic prosperity. The second details the obstacles that the political
         process places in the way of innovative activity. In the novel, the U.S. economy is
         in free fall, and the “prime movers” in the economy go on strike. Motivated by the
         novel’s hero, John Galt, the strikers withhold their “grand talents” from an oppressive
         society, with many ultimately fleeing west to a mountain valley hideout. As Galt stated,
         each striker chooses “not to work in his own profession, not to give the world the
         benefit of his mind” (p. 747). For Rand the strike was motivated more by moral positions
         than economic reasons.
      

      
      We suggest that several hurdles have limited a broader inclusion of Atlas Shrugged into economics curricula. We reduce those hurdles by the use of the book as a springboard
         for economic debate rather than free-market indoctrination. We identify seven major
         economic areas in which the book provides a more stimulating basis for student inquiry
         compared to traditional economic texts. Along with Rand’s stand and representative
         scenes from the book, we briefly indicate the counter-case espoused by others. Finally,
         we give some insights into our own classroom experience in the type of questions students
         raise while reading Atlas Shrugged and the ensuing vibrant debates.
      

      
      Where does Atlas Shrugged Fit in the 
Economics Curriculum?
      

      
      We have used the novel as the primary resource in an upper-division Comparative Economic
         Systems course. Through that experience we have gained valuable insight into how this
         literary classic can be best utilized to broaden students’ understanding of fundamental
         economic issues. Certainly, Atlas Shrugged contains ideas that are consistent with other accepted economic philosophies and
         relevant to the problems faced by today’s economy. When published, “the Left was appalled
         by its blatant pro-capitalism; the religious Right rebelled against its rejection
         of religion” (Berliner, 2009, p. 134). As a catalyst for inquiry, the novel enlivens
         the “dismal science.”
      

      
      There are several barriers to the use of the book in economics classes. One is Rand’s
         emphasis on the moral basis for capitalism rather than traditional efficiency arguments
         that are found explicitly or subtly (e.g., unfettered markets maximize total surplus)
         in major economics texts. Although Rand’s free market approach was quite similar to
         the economic ideals set forth by Adam Smith, Milton Friedman, the political agenda
         of Libertarians, and conservative politicians, Rand distanced herself from alignment
         with these groups and was often highly critical rather than complimentary of them
         because of their emphasis on economic efficiency rather than morality (Mayhew, 2005).
      

      
      Her support of free markets is unqualified on moral grounds. In this regard, she differs
         from economic thinkers dating back to Adam Smith, who favored the market primarily
         for its efficiency. Like others, Rand sees self-interest as a motivating force for
         individuals to innovate and respond to demand as expressed by prices. However, Rand’s
         justification for the market is unique, as she sees the “trader” principle to be the
         basis of its morality. Trading is a just system based on each individual deserving
         what they earn and not deserving what others have earned. There is no moral justification
         for redistribution of resources according to some subjective notion of “fairness.”
         There is no coercion, as each individual is free to trade with another, and both will
         enter the bargain only if both see themselves as bettered.
      

      
      Other hindrances to wider adoption of Atlas Shrugged stem from the novel’s length, the author’s scholarly association with philosophy
         rather than a business discipline, and the use of fiction including a number of subplots
         (e.g., Rand’s view on sex) that are not relevant to capitalism’s ideas. One further
         hurdle presented by the novel is an unapologetic and unwavering vision of capitalism’s
         glory and socialism’s shame. In our experience, many students have found Rand’s characterization
         of capitalistic heroes and heroines as well as socialistic half-wits as over-the-top
         simplifications of the motives and successes of these individuals. Students need to
         see this as a novel. As is the case in most novels (as well as movies), characterizations
         are often oversimplified for effect.
      

      
      In presenting Atlas Shrugged, a conservative-leaning economics professor may be tempted to push for the pure capitalism
         story. In our experience, students have benefited from a neutral starting point, with
         arguments for both capitalism and socialism given “fair time.” This allows students
         to investigate the evidence for each school of thought and reach their own conclusions
         on the relative merits of how best to structure an economy.
      

      
      Role of Government

      
      The case for government intervention in the economy is a comparatively recent development
         in economics, with “welfare economics” first proffered by Pigou (2006), who discussed
         the causes of market failure. The most definitive works were those of Baumol (1952)
         and Bator (1958), who were making the case for more government intervention at the
         same time Rand was protesting the amount already in place.
      

      
      Welfare economics sees the market economy as deficient in five major areas: the failure
         to produce “public goods,” the production of “externalities,” the existence of “imperfect
         markets,” the creation of a suboptimal distribution of income, and the tendency toward
         economic instability. Each of these perceived deficiencies in the market’s response
         suggests a role for government intervention and regulation.
      

      
      Ardent supporters of free market capitalism such as Rand advocate government provision
         of national defense and court systems on the basis that these protect individual liberties
         and property rights. As the book’s hero and organizer of the strike, John Galt, states,
         “The only proper functions of government are: the police, to protect you from criminals;
         the army, to protect you from foreign invaders; and the courts to protect your property
         and contracts” (p. 973). However, other government actions, such as public education,
         regulation (e.g., antitrust), and welfare assistance, are viewed by Rand as major
         and immoral intrusions on individual freedoms because they involve a coercive redistribution
         of earned income. Rand’s work places no value on governmental intrusions into the
         market economy.
      

      
      The trader principle theme is developed in the opening chapter, with the conflict
         between the novel’s heroine, Dagny Taggart, Vice President of Taggart Transcontinental
         Railway, and the company president, her brother Jim. Dagny represents the free market
         philosophy of hard work, innovation, and seeking the best possible trade. Jim represents
         the socialist impulse, as he favors government intervention to give the “little guy”
         a chance and sacrifices economic efficiency for the “public good.”
      

      
      When on trial for failing to follow a government directive to allocate his superior
         metal to all those who wanted it rather than to those willing to pay, Hank Rearden
         tells the court: “I work for nothing but my own profit—which I make by selling a product
         they need to men who are willing and able to buy it. I do not produce it for their
         benefit at the expense of mine, and they do not buy it for my benefit at the expense
         of theirs . . . we deal as equals by mutual consent to mutual advantage” (p. 444).
      

      
      The irony of professors employed by state universities (as we are) using a book questioning
         public education is not lost on our students. Many students recognize the benefit
         of their own educational tab being (involuntarily) picked up by others. It is of tremendous
         interest to students as to where the line is drawn in public versus private markets,
         including education, health care, retirement savings (social security), and public
         works. Because of the current and continuing attention given to the proper role of
         government involvement in health care, environmental regulation, securities market
         controls, and taxation, students are challenged to consider Rand’s arguments against
         the views they may have held previously.
      

      
      In two additional areas Rand’s views appear prophetic: the growth of government involvement
         in the economy and the expansion of the “welfare state.” The size of the government
         sector as a percentage of Gross National Product has declined from twenty-nine percent
         the year the book was published to eighteen percent in 2007 (United States Bureau
         of Economic Analysis [BEA], 2008). This will change due to the recession and stimulus
         package. However, the extent of government intervention can be seen from the growth
         of governmental regulatory bodies. There were fewer than thirty federal regulatory
         agencies in 1959; now there are more than sixty (Weidenbaum, 2004). Government activity
         imposes a “regulatory tax” that is hidden in the price of products. In Rand’s view,
         such deception is immoral.
      

      
      Taxes

      
      One of the reasons for the strike and the escape of productive entrepreneurs to the
         western hideout is to avoid high taxes whose primary purpose is income redistribution.
         This is illustrated by the pirate Ragnar Danneskjold, who robs ships to return the
         wealth, in the form of gold, to those who earned it rather than allowing the government
         that seized it to redistribute it to foreign failing socialist nations. He explains
         why he feels Robin Hood’s memory should be erased: “He is remembered not as a champion
         of property, but as a champion of need, not as a defender of the robbed, but as a
         provider of the poor. He is held to be the first man, who assumed a halo of virtue
         by practicing charity with wealth which he did not own, by giving away goods which
         he had not produced, by making others pay for the luxury of his pity” (p. 532).
      

      
      Taxes have become less progressive compared to when Rand wrote in 1957. The top individual
         marginal rates have fallen from ninety to thirty-five percent. Business taxes have
         also been reduced, as have taxes on capital gains. However, the overall size of the
         federal government has remained fairly stable over the past half century, at approximately
         eighteen percent of the economy. At a time in the United States when there are plans
         to roll back the tax cuts of recent years and to impose “excess profits” taxes and
         marginal rates of ninety percent on certain forms of income, the validity of the Laffer
         curve (2004) is worthy of renewed investigation. Even Keynes (1936) admitted that
         there was a point at which the rate of taxation would produce negative results both
         on governmental revenue and entrepreneurial effort. He and others had no way of knowing
         how high that rate would be. When reading Atlas Shrugged, students find this issue intriguing and research the issue further.
      

      
      Income Distribution

      
      The market distributes income according to factor contribution and market demand for
         what the factor produces. Rand feels this is appropriate. She saw those who sought
         to redistribute income as either “moochers” (those who claimed the income of others
         by denying any moral justification for higher incomes and demanding a share of others’
         income as a “right”) or as “looters” (those who use the coercive power of the government
         to take the property of others in the name of “public welfare”). As demonstrated in
         the book, redistributive coercion emanates from two sources: government action through
         taxation or regulation, and religious traditions that employ “guilt” to achieve the
         same end result.
      

      
      Today few would argue against capitalism as a powerful system to create wealth. However,
         to capitalism’s critics, there are no natural mechanisms to ensure that a minority
         could be left in poverty. In this view, rewards based on productivity are “unfair,”
         as natural abilities are genetically based and therefore unearned (Sorensen, 1997).
         In the book this position is taken by Orren Boyle, the owner of a steel company that
         is being forced out of business by Rearden, a more efficient competitor with a better
         product: “How can we compete with a man who’s got a corner on God’s resources?” (p.
         50). Rand’s answer is provided in John Galt’s radio speech:
      

      
      
         You praise any venture that claims to be non-profit, and damn the men who made the
            profits that make the venture possible. You regard as “in the public interest” a project
            serving those who do not pay; it is not in the public interest to provide any services
            for those who do the paying. “Public benefit” is anything given as alms; to engage
            in trade is to injure the public. “Public welfare is the welfare of those who do not
            earn it.” (p. 961)
         

         
      

      Government transfer payments have been the largest source of public sector expansion
         since the mid-1960s—totaling more than one and a half billion dollars in 2006 (BEA,
         2008). Rand’s position on government welfare is unequivocal. Galt states, “Do you
         ask what moral obligation I owe to my fellowmen? None . . .” (p. 936). His radio address
         ends with his credo, “I swear—by my life and love of it—that I will never live for
         the sake of another man, nor ask another man to live for mine” (p. 979).
      

      
      Those and similar statements present the greatest problem for many of our students
         regarding Rand’s economic philosophy, namely what to do about the “deserving poor.”
         The concept of the deserving poor has been around for centuries and refers to those
         who for no fault or moral failure of their own become destitute (Hindle, 2004). Although
         there is no precise measure or definition of those who deserve and those who are lazy,
         stupid, or have too many babies, the question of what to do for them remains. If one
         freely chooses to be charitable, Rand will have no problem, but when charity is coerced
         through involuntary taxation and public transfers, she views it as immoral. The government’s
         obligation to redistribute income always excites vigorous student inquiry and debate.
      

      
      The Role of the Entrepreneur

      
      As Gilder (1984) and Gunderson (2005) so aptly note, it is the entrepreneur who in
         all times and in all places is the prime mover of human progress. As epitomized by
         many of the achievements of the strikers in Atlas Shrugged, the advancement of an entire society is dependent on their actions. Rand calls them
         the “immovable movers”—those rare individuals who are responsible for innovation and
         progress.
      

      
      In the novel, the efforts of government have shackled entrepreneurial effort, compounding
         the economic decline and plunging the economy into chaos and ruin. A repudiation of
         entrepreneurship is illustrated in Atlas Shrugged by the introduction of a new “Rearden metal” named for its inventor. In the book
         the product was stronger and less expensive than steel. Horrified that use of the
         new metal would bankrupt the steel companies and put their workers out of business,
         the government first tried to keep it off the market as “untested.” But when the value
         of the product was demonstrated, the government reversed itself by enacting the “fair-share”
         law in which each manufacturer wanting Rearden metal was to receive an amount determined
         by the percentage requested by users compared to total requests.
      

      
      Rand predicted the rise of “rent seekers” replacing her “prime movers” (DeBow, 1992).
         Rent seekers improve the company’s bottom line by obtaining favorable governmental
         legislation and regulation rather than innovating and improving efficiency. Lehne
         (2006) found more than 12,500 contract lobbyists in Washington, D.C., in addition
         to at least an equal number who were employees of trade associations, unions, and
         other special interest groups.
      

      
      Two of the novel’s characters illustrate how rent seekers are replacing innovators.
         Orren Boyle has gained influence solely on the basis of his political activities.
         Jim Taggart, president of Taggart Transcontinental, works with Boyle to secure the
         implementation of the governmental policies that are designed to preserve his firm’s
         position at the expense of the public.
      

      
      In Atlas Shrugged the government has enacted a variety of programs to deal with the collapse of the
         economy at the behest of these influence peddlers. The justification is provided by
         Rand’s architect of government intervention, Wesley Mouch. Mouch has become an economic
         “dictator.” He supports government intervention under the noble pretense, “In the
         name of the general welfare, to protect the people’s security, to achieve full equality
         and total stability.” (p. 497).
      

      
      Most comprehensive among these interventions is Directive 10–289, which requires all
         workers to remain at their jobs and not quit; all business must remain in operation,
         and owners must not leave or retire; patents and copyrights must be turned over to
         the state; no new inventions may be introduced or sold; no person or enterprise may
         produce more or less than what they did last year; all individuals and firms should
         spend the same amount as they spent in the previous year; and all forms of income
         must be frozen at current levels with the economy to be managed by a Unification Board.
         Not surprisingly, the only thing not frozen was taxes.
      

      
      In Rand’s scenario, faced with ruinous competition, the railroad moguls agreed to
         the “anti-dog-eat-dog rule.” Under its provisions, “every member pledged to subordinate
         his interests to those of the industry as a whole” (p. 75). Under the rule price,
         competition was prohibited with rates set high, market areas were assigned, and innovation
         could not be introduced to disadvantage another firm. At the climax of the novel,
         the railroads collapse. Their workers had deserted, their roadbeds and tunnels were
         impassable, and their rolling stock and locomotives had been cannibalized.
      

      
      As a final blow to entrepreneurship, under the “Equalization of Opportunity Act” inventors
         were required to “voluntarily” convey the rights to their patents and copyrights to
         the government. This was done through the use of “gift certificates” so that the “greed”
         of the inventor would instead become the “good” of society. Throughout the book those
         involved with the government show contempt not only for intellectual property but
         for all forms of property rights. As Claude Slagenhop, president of the Friends for
         Global Progress, states in the novel, “When the masses are destitute and yet there
         are goods available, it is idiotic to expect people to be stopped by some scrap of
         paper called a property deed. Property rights are a superstition. One holds property
         only by the courtesy of those who don’t seize it. The people can seize it at any moment.
         If they can, why shouldn’t they? They need it, need is the only consideration” (p.
         130).
      

      
      During these times, when there are politicians crying for additional taxes on the
         “wealthy,” limitations on patent protections, and systems for free or reduced costs
         for products that people “need,” this discussion is timely. For our students, the
         discussion was integrated with an investigation of the role that business now plays
         in manipulating the political system. Students were challenged to find laws and proposed
         legislation that were similar to those dramatized in Atlas Shrugged.
      

      
      Labor Contracts and Too Big to Fail

      
      What happened to Twentieth Century Motors in the novel has proven to be an interesting
         case study for our students regarding the demise of the American automobile industry.
         In the book the company is reorganized along the Marxian principle of “from each according
         to his ability, to each according to his need.” The workers collectively decide whose
         needs are most urgent. Because “need” is subjective, the workers fight over whose
         needs should have priority. At the same time, the incentive to work without reaping
         reward drives out the able workers. As a destitute former employee told Dagny Taggart:
         “Try pouring water into a tank where there’s a pipe at the bottom draining it out
         faster than you pour it in . . . the more you work the more is demanded from you .
         . . it’s theirs to receive, from diapers to dentures and yours to work . . . without
         rest, without hope and without end” (p. 608). The collapse of the company was inevitable.
      

      
      While the labor policies of the big three in the auto industry did not reach the extreme
         of those at Twentieth Century Motors, there are sufficient similarities to make comparison
         illustrative. The high employee costs, inefficient work rules, and excessive “job
         creation” certainly had a role, if not the major one, in the demise of these companies.
         The bailout of Chrysler and General Motors as well as financial institutions provokes
         heated class interaction as well as research into the problems faced by the automakers.
      

      
      The current concept of “Too Big to Fail” (TBTF) presents a challenge to a fundamental
         tenet of Rand’s view of capitalism: failure is a necessary purging of inefficient
         firms in favor of more competitive ones. Schumpeter (1950) called this “creative destruction,”
         which led to a more efficient utilization of resources and ultimately a higher level
         of consumer satisfaction and economic growth.
      

      
      The support for TBTF rests on the idea that if a large corporation or large parts
         of a sector thought to be critical to the nation’s economy collapses, the ramifications
         are not limited to that sector. TBTF arises from the economic ties within the economy
         that create a cascading effect. Recently this reasoning has been forcefully applied
         in the financial sector and to the automotive industry (Dodd, 2008; Chossudovsky,
         2008). One observer has suggested a contrarian view: that the failure of the automobile
         industry’s “Big Three” is due to their failure to adapt to a changing world market
         and to them continuing to produce large, inefficient, expensive cars as compared to
         those offered by foreign-owned firms (Friedman, 2008).
      

      
      Rand accepts Schumpeter’s analysis and rejects the idea of TBTF. In the novel, the
         State Science Institute opposed the marketing of Rearden Metal, not on scientific
         grounds, but on social grounds. Dr. Potter, chairman of the institute, confronts Hank
         Rearden with the request to keep the new product off the market: “we cannot afford
         to permit the expansion of a steel company that produces too much, because it might
         throw out of business the companies that produce too little, thus creating an unbalanced
         economy” (p. 179).
      

      
      Through the “Equalization of Economic Opportunity Bill” the government attempts to
         save “failing firms” by providing subsidies, restricting completion, and increasing
         regulation. Under the “Railroad Unification Act” all the railroads are in a “pool”
         using each other’s equipment and tracks without charge. At the end of the year the
         income is distributed, “not on the haphazard, old-fashioned basis of the number of
         trains run or the tonnage of freight carried, but on the basis of its need” (p. 770).
         In the novel none of these governmental policies are successful.
      

      
      Rather than the capitalists striking by withdrawal from the economy, a modern twist
         on the plot of Atlas Shrugged is for them to take excessive risks. The economy is ruined by the chances they take,
         not with their own money but with that of others. Has the economic environment of
         today led to the creation of TBTF situations? As explained by Arrow (1971), when a
         party is insulated from risk, it is more likely to take greater risks, as it does
         not carry the full consequences if the risk fails. This insurance creates a “moral
         hazard.” Today TBTF firms are insulated from failure by the assurance of government
         bailouts. The penalty of unwise risk taking is reduced, which provides an example
         of “moral hazard” with the risk takers playing a “heads I win, tails society loses”
         strategy.
      

      
      The current meltdown in financial institutions is seen as a result of “moral hazard”
         (Brown, 2008; Lewis, 2007). Financial institutions made risky loans in hopes of high
         returns. Because the risk to depositors is, at least in part, insured, the precedent
         set by past bailouts may have caused lenders and those who created derivatives to
         believe that they would not fully (or personally) be responsible. Although not mentioned
         in Atlas Shrugged, the moral hazard created by government policies is present as the firms sought to
         minimize their risks through government protection. Very few students are familiar
         with the concept of “moral hazard,” and using Rand’s work was an excellent way to
         introduce the topic.
      

      
      Business Cycles and Government Intervention

      
      A further critique of capitalism surrounds the ability of markets to limit and self-correct
         economic downturns. The critique provided by John Maynard Keynes (1936) and his disciples
         Hansen (1953) and Samuelson (1947) states that free markets are incapable of adjusting
         naturally, so the only option is government intervention to dampen both inflation
         and recession. This position has been accepted by prominent economists of today (Krugman,
         2009; Akerlof and Shiller, 2009).
      

      
      The Keynesian view of “animal spirits” and a sluggish market response suggests proactive
         fiscal and monetary policy. In Atlas Shrugged the collapse of the market economy was precipitated by regulation and taxation in
         addition to monetary instability due to the abandonment of the gold standard—the very
         solutions Keynesian policy prescribes!
      

      
      There appears to be a growing acceptance that the rapid expansion of the national
         debt in recent years portends future problems. The current “stimulus package” has
         created an inflationary overhang that will reduce the value of the dollar. One noted
         Keynesian has admitted that the policy “could add to inflationary pressures and a
         decrease in the dollar’s value particularly if the economy recovers quickly” (Rivlin,
         2008). Federal Reserve Chairman Bernanke recently expressed a similar concern (2009).
         This topic is of prime concern for today’s students, who feel their futures are being
         mortgaged.
      

      
      Public Choice

      
      Although Rand may have had no premonition of its development, the “Public Choice”
         school of economics shares her view of the detrimental effects of governmental intrusion
         but provides a different rationale. Whereas Rand sees government involvement as immoral,
         restricting freedom and property rights, the Public Choice school stresses government’s
         inefficiency and unintended consequences. Public Choice advocates contend that governments
         do not easily fix market failures but often make them worse. This is due to the lack
         of information and incentives, which government does not possess and which limits
         its capacity to organize human behavior.
      

      
      During the 1950s, a generation of economists who were weaned on the macroeconomics
         of Keynes came on the scene. Many had been employed in the government offices that
         planned the New Deal and the war effort. The result was the belief in the “omnicompetent
         scientific managers.” The assumption of scientific management is that the bureaucrat,
         isolated from politics, can not only determine what the public wants, but what is
         good for it as well (Mitchell and Simmons, 1994). Hayek (1988) counters these arguments:
         “On the contrary: the more ‘complex’ an economy, the greater the number of choices
         and decisions that have to be made—and, therefore, the more blatantly impractical
         it becomes for this process to be taken over by a central government authority” (p.
         100).
      

      
      In the novel, politicians and bureaucrats think they promote the public interest,
         but they are led by a political “invisible hand” to do just the opposite. Students
         show a keen interest in issues regarding why government has grown and why programs,
         once enacted, rarely, if ever, are discontinued.
      

      
      Conclusions

      
      Rand’s world fifty-two years ago is not today’s world. She had seen the socialist,
         totalitarian regimes in Russia, Germany, and Italy rise. World War II had defeated
         Nazi Germany, Imperialist Japan, and Fascist Italy while simultaneously pulling our
         economy out of the Great Depression. But many intellectuals and labor leaders remained
         convinced of the superiority of state planning over free markets.
      

      
      Today communism and socialism have been widely rejected, although there are some exceptions,
         such as North Korea, Cuba, Venezuela, and most recently Bolivia.
      

      
      The recent “Great Recession” can serve as an excellent (albeit costly) laboratory
         for students to reexamine the role of markets and government. Did free markets lead
         to excess risk, or was risk the product of government-subsidized loans and implicit
         government guarantees? Have the financial bailout and stimulus packages been effective,
         or have they simply delayed an inevitable judgment day? What is the impact of the
         regulatory state and expanding welfare programs?
      

      
      The class warfare between the productive and the unproductive of Rand’s book has become
         a platform for today’s politicians. The words of Peter Drucker appear true: “there
         will be an outbreak of bitterness and contempt for the super corporate chieftains
         who pay themselves millions. In every major economic downturn in U.S. history, the
         villains have been the heroes in the preceding boom” (Hiltzik, 2009). John Galt’s
         speech expresses Rand’s view: “You fear the man who has a dollar less than you, that
         dollar is rightfully his, he makes you feel like a moral defrauder. You hate the man
         who has a dollar more than you, that dollar is rightfully yours, he makes you feel
         that you are morally defrauded” (p. 945).
      

      
      Rand’s Atlas Shrugged focuses on the role and need for entrepreneurship and how regulation and taxation
         produce a negative environment for innovation. The limited capacity of government
         regulation to replace market solutions due to the former’s limited knowledge is demonstrated.
         The implications of governmental deficit financing are a warning. Government programs
         based on an indefinable concept of “need” appear unlimited and unending.
      

      
      More importantly, she points to the inevitable conflict between the coercion of governmental
         action and the freedom embodied in the market. As Rand (1962) stated in another work:
         “There can be no compromise between freedom and government controls; to accept ‘just
         a few controls’ is to surrender the principle of inalienable individual rights and
         to substitute for it the principle of the government’s unlimited, arbitrary power,
         thus delivering oneself into gradual enslavement” (p. 79).
      

      
      Atlas Shrugged is an effective tool to increase student interest in current economic issues. Our
         class has been among the most highly rated at the university by student evaluations.
         Although many may be concerned about Rand’s “black versus white” characterization,
         it does motivate students to examine their own preconceptions. Despite its daunting
         length, students enjoy learning economics by discussing an exciting novel, more so
         than by consulting “dry” texts. But in using the book, it is imperative that it be
         a catalyst for inquiry and not a final word on any of these topics.
      

      
      Notes

      
      
         First published in The Journal of Private Enterprise 26, no. 2 (2011): 143–59.
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      Chapter 6

      Economics in Atlas Shrugged

      
         
         
         
         Richard M. Salsman

         
         
      

      
      Economics is widely regarded today as dry, lifeless, boring. But given what economics
         properly studies, this should not be the case. Economics studies the production and
         exchange of material values in a division of labor society. We live in a material
         world; we produce material values in order to live and prosper; and we exchange these
         values for those produced by others in order to live even better lives. In other words,
         economics studies one of the major means by which people live and achieve happiness.
         Why, then, do so many people regard this science as boring? And what could remedy
         the situation?
      

      
      The answers may be gleaned by comparing two books, each of which has sold millions
         of copies over the past five decades: Ayn Rand’s Atlas Shrugged (1957) and Paul Samuelson’s Economics (1948). The first is a story about the role of reason in man’s life and about what
         happens to an economy when the men of the mind go on strike. The second is the quintessential
         economics text of the twentieth and twenty-first centuries, and is generally assigned
         reading for beginning students in the field.[1]   Although Atlas is a work of fiction, and although Rand was not an economist, her novel is replete
         with economic truths. Conversely, although Economics is a work of nonfiction, and although Samuelson was a Nobel-winning economist, his
         book is full of economic falsehoods. And whereas the truths in Atlas are dramatized with passion and excitement, the falsehoods in Economics are conveyed by way of lifeless, boring prose.[2]  
      

      
      Lest one assume that the reason Atlas is more exciting than Economics is merely a matter of the different mediums, one being fiction and the other nonfiction,
         observe that Rand’s nonfiction—and much other nonfiction—is hands down more exciting
         than many works of fiction (ever read The Catcher in the Rye?). Nor is people’s boredom with economics due to Samuelson’s book per se. But his
         text and those influenced by it, which represent the modern approach to the subject,
         have largely contributed to the way economics is taught and viewed today.
      

      
      To see the difference between the modern approach to economics and that dramatized
         in Atlas, let us consider the essence of each with respect to six key areas: the source of
         wealth, the role of the businessman, the nature of profit, the essence of competition,
         the result of production, and the purpose of money.
      

      
      The Source of Wealth

      
      Samuelson and company contend that wealth results essentially from labor applied to
         raw materials (or “natural resources”)—and by “labor” they mean physical or manual
         labor, not mental labor. The general idea is that the economic value of a good or
         service reflects the physical labor that went into making it. This is known as the
         “labor theory of value,” and it was originally advanced by classical economists including
         Adam Smith, David Ricardo, and Karl Marx.[3]   This theory is widely accepted today, especially by the Left. In the late nineteenth
         century, however, some free-market economists, trying to counter the growing Marxist
         charge that labor was being robbed by greedy capitalists, amended the theory to say
         that “consumer desires” also determine value, jointly with labor. This approach—dubbed
         “neoclassical economics”—is now largely accepted and is the prevalent view in today’s
         textbooks.
      

      
      Ayn Rand, in contrast, holds that the mind—human thinking and the resulting intelligence—is
         the primary source of wealth. The mind, she says, directs not only physical labor
         but also the organization of production; “natural resources” are merely potential
         wealth, not actual wealth; and consumer desires are not causes of wealth but results
         of it.
      

      
      Each great producer in Atlas—Hank Rearden, Dagny Taggart, Francisco D’Anconia, Ellis Wyatt, Ken Danagger, Midas
         Mulligan, or John Galt—is dedicated first and foremost to using his mind. Each thinks,
         plans long range, and produces goods or services thereby. Atlas dramatizes this principle in many ways, but perhaps most vividly through the work
         of Rearden. In one scene, he is in his steel mill looking on as the first heat of
         the first order of his revolutionary new metal is poured. He reflects back on the
         ten long years of thought and effort it took him to get to this point. He had purchased
         a bankrupt mill even as experts dismissed the venture and industry as hopeless. Rearden
         has breathed life back into both. Rand writes that “his was a lifetime lived on the
         axiom that the constant, clearest most ruthless function of his rational faculty was
         his foremost duty” (p. 122). Here is an indication of the production process in his
         mill:
      

      
      
         Two hundred tons of metal which was to be harder than steel, running liquid at a temperature
            of four thousand degrees, had the power to annihilate every wall of the structure
            and every one of the men who worked by the stream. But every inch of its course, every
            pound of its pressure and the content of every molecule within it, were controlled
            and made by a conscious intention that had worked upon it for ten years. (p. 34)
         

         
      

      Rand shows that Rearden’s mind is the source of this wealth, and that labor and materials
         had stood idle until his mind showed up for work.
      

      
      Others in Atlas voice the textbook view of the entrepreneur. Rearden’s wife dismisses his achievements:
         “Intellectual pursuits are not learned in the marketplace,” she scowls; “it’s easier
         to pour a ton of steel than it is to make friends” (p. 138). A hobo in a diner accosts
         Dagny Taggart with a similar attitude: “Man is just a low-grade animal, without intellect,”
         he growls; “[his] only talent is an ignoble cunning for satisfying the needs of his
         body. No intelligence is required for that. . . . [W]itness our great industries—the
         only accomplishments of our alleged civilization—built by vulgar materialists with
         the aims, the interests and the moral sense of hogs” (p. 168). Perhaps an economist
         might recognize the nature of Rearden’s achievement? As the metal is poured, a train
         passes by the mills, and inside, a professor of economics asks a companion, “Of what
         importance is an individual in the titanic collective achievements of our industrial
         age?” (p. 33). The “importance” is happening just outside his window, but he doesn’t
         see it, conceptually speaking. Nor do others. “The passengers paid no attention; one
         more heat of steel being poured was not an event they had been taught to notice” (p.
         33). Professors such as this one had taught them not to notice.
      

      
      Such scenes illustrate how intelligence creates wealth, how business success entails
         a long-range process of thought and planning carried out by a focused individual—and
         how little this is understood.
      

      
      Yet Dagny understands—as is evident in the scene where she takes her first run on
         the John Galt Line, traveling on a track and over a bridge made of that as-yet untried
         Rearden Metal, at unprecedented speeds. Riding in the front cab with Rearden and Pat
         Logan, the engineer, Dagny thinks: “Who made it possible for four dials and three
         levers in front of Pat Logan to hold the incredible power of the sixteen motors behind
         them and deliver it to the effortless control of one man’s hand?” (p. 226). 
      

      
      
         To take the pounding violence of sixteen motors, she thought, the thrust of seven
            thousand tons of steel and freight, to withstand it, grip it and swing it around a
            curve, was the impossible feat performed by two strips of metal no wider than her
            arm. What made it possible? What power had given to an unseen arrangement of molecules
            the power on which their lives depended and the lives of all the men who waited for
            the eighty boxcars? She saw a man’s face and hands in the glow of a laboratory oven,
            over the white liquid of a sample of metal. (p. 230)
         

         
      

      The man, of course, is Rearden. His reasoning mind, not his manual labor, was the
         fundamental factor shaping and controlling nature to suit human needs.
      

      
      Unlike the economics professor, Dagny notices—and comprehends. She asks and answers
         questions that never occur to the scholar. “Why had she always felt that joyous sense
         of confidence when looking at machines? . . . They are alive, she thought, because
         they are the physical shape of the action of a living power—of the mind that had been
         able to grasp the whole of this complexity, to set its purpose, to give it form. .
         . . [I]t seemed to her that the motors were transparent and she was seeing the net
         of their nervous system. It was a net of connections, more intricate, more crucial
         than all of their wires and circuits: the rational connections made by that human
         mind which had fashioned any one part of them for the first time. They are alive,
         she thought, but their soul operates by remote control” (pp. 230–31).
      

      
      Machines function, ultimately, because of the minds of their creators, not the muscles
         of their operators. The powerful mind creates machines to extend and amplify the power
         of otherwise meager muscles. As John Galt conveys the point, machines are “a frozen
         form of a living intelligence” (p. 979).[4]  
      

      
      Atlas illustrates this principle repeatedly, both in the plot and in the dialogue. “Have
         you ever looked for the root of production,” Francisco asks indifferent onlookers
         at a party. “Take a look at an electric generator and dare tell yourself it was created
         by the muscular effort of unthinking brutes. . . . Try to obtain your food by means
         of nothing but physical motions—and you’ll learn that man’s mind is the root of all
         the goods produced and of all the wealth that has ever existed on earth” (p. 383).
         Philosopher Hugh Akston tells Dagny, “All work is an act of philosophy. . . . The
         source of work? Man’s mind, Miss Taggart, man’s reasoning mind” (p. 681). Composer
         Richard Halley tells her: “Whether it’s a symphony or a coal mine, all work is an
         act of creating and comes from the same source: from an inviolate capacity to see
         through one’s own eyes—which means: the capacity to perform a rational identification—which
         means: the capacity to see, to connect and to make what had not been seen, connected
         and made before” (p. 722).
      

      
      When Dagny sees Galt’s powerhouse in the valley, we again have the metaphor of electrical
         wiring and conceptual connections: Dagny thinks of “the energy of a single mind who
         had known how to make connections of wire follow the connections of his thought” (p.
         674). Galt later gives deeper meaning to the link: “As you cannot have effects without
         causes, so you cannot have wealth without its source: without intelligence” (p. 977).
      

      
      The textbook myth that wealth can be had apart from intelligence is dramatized when
         the state seizes Rearden Metal for the alleged public good. It is renamed “Miracle
         Metal” and henceforth will be made by whoever wishes to make it (p. 519). Rearden
         imagines the parasites struggling to handle his creation.
      

      
      
         [H]e was seeing them go through the jerky motions of an ape performing a routine it
            had learned to copy by muscular habit, performing it in order to manufacture Rearden
            Metal, with no knowledge and no capacity to know what had taken place in the experimental
            laboratory through ten years of passionate devotion to an excruciating effort. It
            was proper that they should now call it “Miracle Metal”—a miracle was the only name
            they could give to those ten years and to that faculty from which Rearden Metal was
            born—the product of an unknown, unknowable cause. (p. 519)
         

         
      

      Recall the banker in Atlas, born Michael Mulligan, who is also the richest man in the country. A newspaper says
         his investing prowess is akin to the mythical King Midas, for everything he touches
         turns to gold. “It’s because I know what to touch,” says Mulligan. Liking the name
         Midas, he adopts it. An economist derides him as a mere gambler. Mulligan replies:
         “The reason why you’ll never get rich is because you think what I do is gambling”
         (p. 295).
      

      
      Rand shows that what Mulligan and the other producers do is not gambling but observing
         reality, integrating, calculating—in a word: thinking.
      

      
      Many economics textbooks insist that wealth can be had by force, through “monopoly
         power” or mandates or “stimulative” public policies. But Atlas shows that force, by negating the mind, negates wealth creation.
      

      
      Recall that an armory of statist controls is imposed on production, the most invasive
         control being Directive 10–289, which aims to freeze all market choices and activities,
         so the economy can “recover.” Francisco calls the Directive “the moratorium on brains,”
         and, when it passes, Dagny quits, refusing to work as a slave or slave driver. Likewise,
         upon learning the Equalization of Opportunity Bill has passed, Rearden introspects:
         “Thought—he told himself quietly—is a weapon one uses in order to act. No action was
         possible. Thought is the tool by which one makes a choice. No choice was left to him.
         Thought sets one’s purpose and the way to reach it. In the matter of his life being
         torn piece by piece from him, he was to have no voice, no purpose, no way, no defense”
         (p. 202). He too quits.
      

      
      Galt later explains: “You cannot force intelligence to work: those who’re able to
         think will not work under compulsion; those who will, won’t produce much more than
         the price of the whip needed to keep them enslaved” (p. 977). Shortly thereafter,
         thugs capture Galt and try to conscript him to be the economic dictator. They view
         him as “the greatest economic organizer, the most gifted administrator, the most brilliant
         planner,” and they seek to force him to use his abilities to save the country from
         ruin (p. 1033). Finally forced to speak, Galt asks what plans they think he should
         issue. They are speechless.
      

      
      The textbook view that an economy devoid of thinking men works just fine is voiced
         by Ben Nealy, a construction contractor who shouts, “Muscles, Miss Taggart . . . muscles—that’s
         all it takes to build anything in the world” (p. 154). Dagny looks out over a canyon
         and a dry riverbed filled with boulders and tree trunks: “She wondered whether boulders,
         tree trunks and muscles could ever bridge that canyon. She wondered why she found
         herself thinking suddenly that cave-dwellers had lived naked on the bottom of that
         canyon for ages” (p. 155). Later, during her ride on the John Galt Line, she reflects
         that if intelligence were to vanish from the earth, “the motors would stop, because
         that is the power which keeps them going—not the oil under the floor under her feet,
         the oil that would then become primeval ooze again—not the steel cylinders that would
         become stains of rust on the walls of the caves of shivering savages—the power of
         a living mind—the power of thought and choice and purpose” (p. 231).
      

      
      What does mindless labor look like? Later in the story, when certain track-signal
         switches fail, Dagny visits the relay room and sees manual laborers standing with
         shelves of intricate wires and levers surrounding them—“an enormous complexity of
         thought” that enabled “one movement of a human hand to set and insure the course of
         a train.” But now the system is inoperative, and no trains may enter or leave the
         Taggart terminal. 
      

      
      
         [The laborers] believed that the muscular contraction of a hand was the only thing
            required to move the traffic—and now the tower men stood idle—and on the great panels
            in front of the tower director, the red and green lights, which had flashed announcing
            the progress of trains at a distance of miles, were now so many glass beads—like the
            glass beads for which another breed of savages had once sold the Island of Manhattan.
            “Call all of your unskilled laborers,” Dagny says. “We’re going to move trains and
            we’re going to move them manually.” “Manually?” says the signal engineer. “Yes, brother!
            Now why should you be shocked? . . . Man is only muscles, isn’t he? We’re going back—back
            to where there were no interlocking systems, no semaphores, no electricity—back to
            the time when train signals were not steel and wire, but men holding lanterns. Physical
            men, serving as lamposts. You’ve advocated it long enough—you’ve got what you wanted.”
            (pp. 875–76)
         

         
      

      The principle is further dramatized when political looters seize Ellis Wyatt’s oil
         fields, Dagny’s railroad, Rearden’s steel mills, Francisco’s copper mines, and Ken
         Danagger’s coal mines. The looters can’t make the properties produce as they once
         did. We see that it takes thinking to maintain complex systems of wealth just as it
         does to create them. In his speech, Galt addresses the textbook writers: “[L]et the
         cannibal who snarls that the freedom of man’s mind was needed to create an industrial
         civilization, but is not needed to maintain it, be given an arrowhead and bearskin,
         not a university chair in economics” (p. 957).
      

      
      When the producers’ machinery is divorced from their intelligence and left to the
         ignorance and whims of the mindless, the result is decay and destruction. When Taggart
         Transcontinental is left to the incompetent and evasive James Taggart—who amid emergencies
         is fond of screaming that men can’t afford the “luxury of thinking” and don’t have
         time to “theorize about causes” or the future—the company begins to collapse. A highly
         dramatic account of the principle is the Winston Tunnel disaster, in which a coal-operated,
         smoke-belching railroad engine is sent through the tunnel to satisfy bureaucratic
         dictates, and everyone on board dies. Everyone involved in the mindless decision abdicates
         responsibility. When James Taggart hears of it, he evades its meaning: “It was as
         if he were immersed in a pool of fog, struggling not to let it [the disaster] reach
         the finality of any form. That which exists possesses identity; he could keep it out
         of existence by refusing to identify it. He did not examine the events in Colorado;
         he did not attempt to grasp their cause, he did not consider their consequences. He
         did not think” (pp. 576–77).
      

      
      One victim (and perpetrator) of the disaster was “the man in Roomette 2, Car No. 9”—“a
         professor of economics who advocated the abolition of private property, explaining
         that intelligence plays no part in industrial production, that man’s mind is conditioned
         by material tools, that anybody can run a factory or a railroad and it’s only a matter
         of seizing the machinery” (p. 561).
      

      
      Whereas modern economists regard wealth as caused by physical labor or by consumer
         desires or by government coercion, Ayn Rand dramatizes the fact that wealth is a product
         of the mind—which cannot function under coercion.
      

      
      The Role of the Businessman

      
      Modern economists portray the businessman as moved by “exogenous” forces, those outside
         of himself, and thus as inconsequential to wealth creation[5]—or by instinct, the so-called “animal spirits,” entailing bouts of undue optimism
         or excessive pessimism[6]  —or by the desires of the consumer, as in, “the consumer is king.”[7]   In all these accounts, the businessman is driven not by his own choices or his
         own vision of what is possible but by forces beyond his rational control.[8]  
      

      
      Atlas, on the other hand, shows the businessman not as beholden to historical forces, instincts,
         or consumer wishes, but as an autonomous, self-directed, rational being dedicated
         to the production of values that will enhance human life and thus be embraced by consumers
         regardless of their prior desires. Atlas depicts the businessman as the prime mover in markets, the “first cause” of production,
         and the shaper of consumer desires. (Observe that no one desired Rearden Steel—or
         could have desired it—until Rearden created it.) And she shows that when the businessman
         is hog-tied by regulations, production stagnates or stops—further proof that he is
         the prime mover.
      

      
      Consider some of Rand’s colorful characterizations, each fully integrated with the
         unfolding plot. At age fourteen, Rearden is working in the iron mines of Minnesota;
         by thirty, he owns them. In one scene, he reflects on his early struggles in developing
         his new metal:
      

      
      
         It was late and his staff had left, so he could lie there alone, unwitnessed. He was
            tired. It was as if he had run a race against his own body, and all the exhaustion
            of years, which he had refused to acknowledge, had caught him at once and flattened
            him against the desk top. He felt nothing, except the desire not to move. He did not
            have the strength to feel—not even to suffer. He had burned everything there was to
            burn within him; he had scattered so many sparks to start so many things—and he wondered
            whether someone could give him now the spark he needed, now when he felt unable ever
            to rise again. He asked himself who had started him and kept him going. Then he raised
            his head. Slowly, with the greatest effort of his life, he made his body rise until
            he was able to sit upright with only one hand pressed to the desk and a trembling
            arm to support him. He never asked that question again. (p. 36)
         

         
      

      Here is a portrait of the unmoved mover, whose starting point is the choice to think,
         to act, to live. There is nothing prior, no historical forces, no instincts or so-called
         intestinal fortitude—and no consumer opinion surveys.[9]  
      

      
      Likewise for the founders of Taggart Transcontinental and d’Anconia Copper. Nathaniel
         Taggart was a penniless adventurer who built a railroad across a continent in the
         days of the first steel rails. “He was a man who had never accepted the creed that
         others had a right to stop him. He set his goal and moved toward it, his way as straight
         as one of his rails” (p. 62). He obtained financing by giving investors good reasons
         why they would make big profits. They did. He never sought help from government; when
         he was most desperate for funds “he pledged his wife as security for a loan from a
         millionaire who hated him and admired her beauty” (p. 63). He repaid the loan. He
         built the Taggart Bridge across the Mississippi in Illinois, linking East and West,
         after fighting bureaucrats and shipping competitors for years. At a key juncture in
         the project he was broke and nearly beaten. The papers printed scare stories about
         the bridge’s safety. Steamboat companies sued him. A local mob sabotaged parts of
         the bridge. The banks said they would loan him money, but only on the condition that
         he give up the bridge and use barges to ferry his traffic across the river instead.
      

      
      
         What was his answer?—they asked. He did not say a word, he picked up the contract,
            tore it across, handed it to them, and walked out. He walked to the bridge, along
            the spans, down to the last girder. He knelt, he picked up the tools his men had left,
            and he started to clear the charred wreckage away from the steel structure. His chief
            engineer saw him there, axe in hand, alone over the wide river, with the sun setting
            behind him in the west where his line was to go. He worked there all night. By morning
            he had thought out a plan of what he would do to find the right men, the men of independent
            judgment—to find them, to convince them, to raise the money, to continue the bridge.
            (p. 477)
         

         
      

      Centuries earlier, Sebastian d’Anconia had left his fortune, his estate, his marble
         palace, and the girl he loved in Spain. He left because the lord of the Inquisition
         “did not approve of his manner of thinking and suggested he change it.” His answer?
         
      

      
      
         D’Anconia threw the contents of his wine glass at his accuser’s face and escaped before
            he could be seized. Then, from a wooden shack in the foothills of Argentina, he dug
            for copper. With the help of some stray derelicts, he spent years wielding a pickax
            and breaking rock from sunrise till darkness. Fifteen years after leaving Spain he
            sent for the girl he loved and carried her over the threshold of a great mountain
            estate overlooking his copper mines. (p. 90)
         

         
      

      Francisco d’Anconia is the son of a multimillionaire, but at age twelve, while staying
         at the Taggart estate, he ran off during the day to work on the railroad, skirting
         child labor laws. “Two things were impossible to him: to stand still or to move aimlessly”
         (p. 93). While studying in his university, he bought a run-down copper foundry with
         money earned in the stock market. Asked by his father why, Francisco responded, “I
         like to learn things for myself.” Who taught him to invest? “It is not difficult to
         judge which industrial ventures will succeed and which won’t” (p. 107).
      

      
      Dagny Taggart is another prime mover. “Through the years of her childhood, Dagny lived
         in the future—in the world she expected to find, where she would not have to feel
         contempt or boredom” (p. 90). At age nine she vowed to run Taggart Transcontinental
         someday. “She was fifteen when it occurred to her for the first time that women didn’t
         run railroads and that people might object. To hell with that, she thought—and never
         worried about it again” (pp. 54–55). At age sixteen, expecting no nepotism, she starts
         at Taggart Transcontinental in a remote station as an operator. For Dagny, “her work
         was all she had or wanted. . . . She had always been . . . the motive power of her
         own happiness” (p. 67). Since her childhood, “she felt the excitement of solving problems,
         the insolent delight of taking up a challenge and disposing of it without effort,
         the eagerness to meet another, harder test” (p. 54). When Dagny’s assistant, Eddie
         Willers, was in her presence, “he felt as he did in his car when the motor caught
         on and the wheels could move forward” (p. 30).
      

      
      No one in senior management at Taggart supports Dagny’s idea to build a new line using
         Rearden Metal, so she does it herself, under a new company, naming it the John Galt
         Line, in defiance of the hopeless despair evoked by the phrase “Who is John Galt?”
         She works from a basement office while Taggart executives denounce the line publicly.
         She perseveres, gets financing, and ultimately builds the line and the bridge it requires.
         Later she speaks of her “single absolute: that the world was mine to shape in the
         image of my highest values and never to be given up to a lesser standard, no matter
         how long or hard the struggle” (p. 749). Such is the moral posture of a prime mover.
      

      
      Yet another prime mover is Ellis Wyatt, the first entrepreneur to begin producing
         oil from shale rock. Rand describes him as “a newcomer whom people were beginning
         to watch, because his activity was the first trickle of a torrent of goods about to
         burst from the dying stretches of Colorado” (p. 58). “Who was it that said he needed
         a fulcrum?” he asks Dagny. “Give me an unobstructed right-of-way and I’ll show them
         how to move the earth!” (p. 234).
      

      
      Finally, there is John Galt himself. Son of a gas station mechanic, he leaves home
         at age twelve and, in time, invents a revolutionary new motor. “An inventor,” he says
         later, “is a man who asks ‘Why?’ of the universe and lets nothing stand between the
         answer and his mind” (p. 963).
      

      
      Rand depicts the prime movers as independent, rational, purposeful, and persistent.
         She shows them to be lovers of life and of the work that supports it. And she shows
         them to be men of integrity and courage. After the Taggart Board forces Dagny to dismantle
         her John Galt Line, Francisco tells her: “Look around you. A city is the frozen shape
         of human courage—the courage of those men who thought for the first time of every
         bolt, rivet and power generator that went to make it. The courage to say, not ‘It
         seems to me,’ but ‘It is’—and to stake one’s life on one’s judgment” (pp. 475–76).
      

      
      Whereas modern economics texts and courses attempt to strip the subject of morality
         and make it “value-free,” Atlas demonstrates that the producers are in fact value-driven through and through—and
         that their work is precisely and profoundly moral. Recall when Francisco tells Rearden,
         “Any man can be stopped,” and Rearden asks how. “It’s only a matter of knowing man’s
         motive power,” says Francisco. Rearden asks, “What is it?” and Francisco replies,
         “You ought to know . . . you’re one of the last moral men left to the world.” At this
         point Rearden does not see how morality relates to his love of work. Pointing to Rearden’s
         mills, Francisco says, 
      

      
      
         If you want to see an abstract principle, such as moral action, in material form,
            there it is . . . Every girder of it, every pipe, wire and valve was put there by
            a choice in answer to a question: right or wrong? You had to choose right and you
            had to choose the best within your knowledge . . . and then move on and extend the
            knowledge and do better, and still better, with your purpose as your standard of value.
            You had to act on your judgment . . . Millions of men, an entire nation, were not
            able to deter you from producing Rearden Metal—because you had the knowledge of its
            superlative value and the power which such knowledge gives. (p. 420)
         

         
      

      “Your own moral code . . . was the code that preserves man’s existence. . . . Yours
         was the code of life. . . . Man’s motive power is his moral code” (p. 423). Atlas dramatizes the integration of is and ought, showing how both facts and values are
         indispensable to the prime movers and to wealth creation.
      

      
      Of course, Atlas does not depict every businessman as a prime mover. In the novel, as in real life,
         there are mediocrities, incompetents, and second handers, and the contrast helps sharpen
         the picture we have of the genuine prime mover. For example, Mr. Ward of the Ward
         Harvester Company is not a prime mover. He heads “an unpretentious company with an
         unblemished reputation, the kind of business concern that seldom grows large, but
         never fails” (p. 197). The business had been started four generations ago and has
         been handed down to company man after company man, none of whom ever brought a new
         idea to the table. Like his forebears, Mr. Ward cherishes precedent above all; he
         speaks of his traditional ties to suppliers and does not want to upset them by switching
         to Rearden Metal, despite its clear superiority. Mr. Ward places people before principles.
      

      
      Paul Larkin is another example of a man who does business but is not a prime mover.
         “Nothing he touched ever came off quite well, nothing ever quite succeeded. He was
         a businessman, but he could not manage to remain for long in any one line of business.”
         Although Larkin was acquainted with Rearden, the link resembled “the need of an anemic
         person who receives a kind of living transfusion from the mere sight of a savagely
         overabundant vitality.” In contrast, “Watching Larkin’s efforts, Rearden felt what
         he did when he watched an ant struggling under the load of a matchstick” (p. 44).
         Contrast this image to the one that Rand’s novel conveys broadly: that of the Greek
         god Atlas holding up the world on his shoulders. Rearden is Atlas—as against Larkin,
         an ant.
      

      
      Whereas Ward and Larkin are pathetic but innocuous, others in Atlas inflict real damage when they “do business” or substitute for the prime movers. Clifton
         Locey replaces Dagny after she quits. Eddie Willers refers to Locey as a “trained
         seal,” and says Locey “makes it a point to change everything she used to do in every
         respect that doesn’t matter, but he’s damn cautious not to change anything that matters.
         The only trouble is that he can’t always tell which is which” (pp. 526–27). (Locey,
         recall, sends the Comet through the Winston Tunnel.)
      

      
      There are also the fly-by-nights, parasites, and industrial vultures who try to ride
         on the heroes’ brains and scoop up the looted remnants of their past creations. Galt
         describes them as those who “seek, not to build, but to take over industrial plants”
         on the premise that “the only requirement for running a factory is the ability to
         turn the cranks of the machine, and blank out the question of who created the factory”
         (pp. 955–56). This “new biological species, the hit-and-run businessman . . . hovered
         over factories, waiting for the last breath of a furnace, to pounce upon the equipment”
         (p. 913).
      

      
      Recall Amalgamated Service Corp., which buys failed firms for a nickel on the dollar
         and sells its pieces for a dime. This company is headed by Lee Hunsacker, the first
         part of whose name, “Hun,” implies the barbaric Asian nomads who raided Europe in
         the fifth century—and the last part, “sacker,” a savage who pillages a once-great
         city such as Rome.
      

      
      The independence and benevolence of the prime movers in Atlas sometimes makes them prone to erroneous overconfidence—at least in their power to
         avoid destruction by enemies. Recall Dagny’s attitude toward her brother Jim: “[S]he
         had the conviction that he was not smart enough to harm the railroad too much and
         that she would always be able to correct whatever damage he caused” (p. 55). Likewise,
         Rearden laughs off the warning of a friend about an impending looter: “[W]hat do we
         care about people like him? We’re driving an express, and they’re riding on the roof,
         making a lot of noise about being leaders. Why should we care? We have enough power
         to carry them along—haven’t we?” (p. 227). Atlas shows that, indeed, the prime movers do not have such power—at least not when reason
         is out and force is in.
      

      
      Atlas repeatedly shows that coercion negates the efficacy of the prime movers—because it
         negates the fundamental tool that moves them: their mind. Recall, for instance, when
         Rearden meets with copper producers who had just been “garroted by a set of directives.”
         
      

      
      
         He had no advice to give them, no solution to offer; his ingenuity, which had made
            him famous as the man who would always find a way to keep production going, had been
            unable to discover a way to save them. But they had all known that there was no way;
            ingenuity was a virtue of the mind—and in the issue confronting them, the mind had
            been discarded as irrelevant long ago. (p. 349)
         

         
      

      The looters, however, fail to see the relevant connections. When James Taggart tells
         Dagny she must find a way to make things work, regardless of the controls, she thinks
         of
      

      
      
         savages who, seeing a farmer gather a harvest, can consider it only as a mystic phenomenon
            unbound by the law of causality and created by the farmers’ omnipotent whim, who then
            proceed to seize the farmer, to chain him, to deprive him of tools, of seeds, of water,
            of soil, to push him out on a barren rock and to command: “Now grow a harvest and
            feed us!” (p. 843)
         

         
      

      Likewise, near the end of the story, Rearden tells the looters they cannot possibly
         survive by their plans. Dr. Ferris replies, “You won’t go bankrupt. You’ll always
         produce.” He says it indifferently, “neither in praise nor in blame, merely in the
         tone of stating a fact of nature, as he would have said to another man: ‘You’ll always
         be a bum. You can’t help it. It’s in your blood. Or, to be more scientific: you’re
         conditioned that way’” (pp. 905–6). Rearden realizes such evil requires his own sanction;
         but he will no longer grant it. (Ferris later tortures Galt.)
      

      
      The villains in Atlas embrace every fallacy concerning the role of the businessman—from “the businessman
         is irrelevant” to “the businessman is driven by consumer desires” to “the businessman
         will always produce” to “the businessman can and must be forced to produce” to “the
         businessman exploits workers by forcing them to produce for him.” Throughout Atlas dramatically—and in Galt’s speech directly—such errors are exposed and the truth
         is revealed: “We are useless, according to your economics. We have chosen not to exploit
         you any longer” (p. 929). But, in fact, “We are the cause of all the values you covet.
         . . . [Without us] you would not be able to desire the clothes that had not been made,
         the automobile that had not been invented, the money that had not been devised, as
         exchange for goods that did not exist” (p. 1038).
      

      
      In Atlas, Rand provides a vivid depiction of the businessman as prime mover who makes markets,
         profit, and consumption possible—and who functions only by choice and reason.
      

      
      The Nature of Profit

      
      Modern economists generally hold that profit arises either (a) from businessmen exploiting
         their employees, working them to the bone, underpaying them for their productive activities,
         and retaining the earnings that should have gone to the workers who “really” created
         the goods; (b) from businessmen engaging in “monopolistic” activity in which one or
         a few businesses own a scarce resource—say, oil—and thus are able to charge a higher
         price for it than would be possible if it were owned in common; or (c) a combination
         of (a) and (b). Businessmen, in this view, profit not by producing values that people
         then want to buy, but by robbing employees or bilking customers or both. Alternatively,
         some modern economists take the “conservative” view that profit results from businessmen
         taking “risks” (wild guesses) about—or having faith in—the future desires of consumers.[10]  
      

      
      In sum, modern economists hold that profit arises from force or faith—either as value
         extracted from laborers and consumers against their will, or from gambling on the
         future. Either way, say these economists, businessmen do not really earn profit: They
         make a quick buck at someone else’s expense or they make it by sheer luck. Thus, their
         profit is undeserved, and some degree of government taxation and/or regulation is
         necessary to rectify the injustice.
      

      
      Atlas shows the opposite to be the case. To appreciate what Rand achieves in this respect,
         an analogy is helpful. Just as a detective seeking a murderer and the cause of death
         must look for someone who had the means, motive, and opportunity to commit the murder,
         so an economist seeking a producer and the cause of profit must look for someone with
         the means, motive, and opportunity to produce profit. The means here, according to
         Rand, is the rational mind; the motive is self-interest; the opportunity is political
         freedom. Each must be present for profit to arise—and each requirement is dramatized
         in Atlas. Let us consider them in turn.
      

      
      In regard to the basic means of profit—the mind—we see in Atlas that profits are created by rational men thinking, producing, and trading with other
         rational men. We also see that some men operate at very high levels of abstraction—planning
         decades into the future, managing countless parts of a huge whole, integrating, calculating,
         projecting, directing—whereas other men operate at lower levels of abstraction, whether
         managing a department, making sales calls, conducting a train, operating a furnace,
         or sweeping floors. Rand called this particular hierarchy the pyramid of ability,
         and she dramatized it in myriad ways throughout Atlas. Consider just a few.
      

      
      In one scene, after Ben Nealy tells Dagny that “muscles” are all it takes to build
         anything, Ellis Wyatt arrives and tells Nealy’s men that they had better move their
         supplies to avoid a rock slide—then, he tells them to protect the water tank from
         freezing at night—next, to check on a wiring system that is showing defects—and finally,
         that they will need a new ditcher. Nealy scowls that Wyatt is a “snooty show-off”
         who keeps “hanging around as if nobody knew their business but him.” Dagny then must
         spend two exhausting hours explaining basic procedures to Nealy, and she insists that
         he have someone there taking notes (p. 158). Later, Dagny meets with Rearden to discuss
         some of the complexities of the bridge they will build. He shows her his notebooks,
         some notations, a few rough sketches. “His voice sounded sharp and clear, while he
         explained thrusts, pulls, loads and wind pressures”; Dagny “understood his scheme
         before he had finished explaining it” (p. 160). We see clearly that some men operate
         at higher intellectual levels than others. Some think wide-range and long-range, planning
         for countless possibilities and contingencies in the present and into the distant
         future; others think and plan to a lesser degree; and still others do little or no
         thinking or planning but just show up for work and do what they are told.
      

      
      In another scene, Rearden recalls his early struggles and “the days when the young
         scientists of the small staff he had chosen to assist him waited for instructions
         like soldiers ready for a hopeless battle, having exhausted their ingenuity, still
         willing, but silent, with the unspoken sentence hanging in the air: ‘Mr. Rearden,
         it can’t be done’” (p. 35). Later, Rearden’s brother, Philip, ridicules his success:
         “He didn’t dig that ore single-handed, did he? He had to employ hundreds of workers.
         They did it. Why does he think he’s so good?” (p. 130). Philip is oblivious to the
         fact that even Rearden’s highly intelligent scientists require his still higher-level
         guidance.
      

      
      In another scene, when Dagny receives no support from the Board to build the Rio Norte
         Line and decides to create the John Galt Line, Rearden asks her about her labor supply.
         She replies that she has more applicants than she can hire. When a union leader says
         he will block his men from working for her, she replies, “If you think I need your
         men more than they need me, choose accordingly. . . . If you choose not to let them,
         the train will still run, if I have to drive the engine myself. . . . If you know
         that I can run an engine but they can’t build a railroad, choose according to that”
         (p. 217). She issues a job notice for just one engineer to steer the first train on
         what everyone says will be a disaster. She arrives at her office. “Men stood jammed
         among the desks, against the walls. As she entered they took their hats off in sudden
         silence” (p. 218).
      

      
      Those at the top of the pyramid are fewer in number, but they can do the jobs of those
         at the bottom; those below are many more—but cannot do the top jobs. In Atlas, as in real life, the rank and file seem to recognize this better than union bosses.
      

      
      The pyramid of ability is also dramatized when the men of intelligence quit in order
         to assume manual labor jobs and are replaced by men of lesser ability who cannot preserve
         previous profits or even basic output. In the scene where Francisco tells Rearden
         not to sanction his destroyers, an alarm bell rings because one of Rearden’s furnaces
         has split apart. The two men leap into action and skillfully contain the damage caused
         by the ineffectual replacement for a departed employee (p. 425).
      

      
      Successful, profitable businesses, Rand demonstrates in Atlas, arise from and depend on the men of the mind. As Galt says in his speech:
      

      
      
         Physical labor as such can extend no further than the range of the moment. The man
            who does no more than physical labor, consumes the material value-equivalent of his
            own contribution to the process of production, and leaves no further value, neither
            for himself nor others. But the man who produces an idea in any field of rational
            endeavor—the man who discovers new knowledge—is the permanent benefactor of humanity.
            Material products can’t be shared, they belong to some ultimate consumer; it is only
            the value of an idea that can be shared with unlimited numbers of men, making all
            sharers richer at no one’s sacrifice or loss, raising the productive capacity of whatever
            labor they perform. . .
         

         
         In proportion to the mental energy he spent, the man who creates a new invention receives
            but a small percentage of his value in terms of material payment, no matter what fortune
            he makes, no matter what millions he earns. But the man who works as a janitor in
            the factory producing that invention, receives an enormous payment in proportion to
            the mental effort that his job requires of him. And the same is true of all men between,
            on all levels of ambition and ability. The man at the top of the intellectual pyramid
            contributes the most to all those below him, but gets nothing but his material payment,
            receiving no intellectual bonus from others to add to the value of his time. The man
            at the bottom who, left to himself, would starve in his hopeless ineptitude, contributes
            nothing to those above him, but receives the bonus of all their brains. (pp. 979–80)
         

         
      

      In a free society, says Francisco, with reason as the final arbiter, “the degree of
         a man’s productiveness is the degree of his reward,” and the most productive man “is
         the man of best judgment and highest ability” (p. 383). Later, in explaining the strike,
         Galt tells Dagny that now “we take nothing but the lowliest jobs and we produce, by
         the efforts of our muscles, no more than we consume for our immediate needs—with not
         a penny or an inventive thought left over” (p. 684).
      

      
      From these and other passages, as well as the surrounding drama in Atlas, we see that business success and profit arise not from physical labor or force or
         faith or luck—but from rational, long-range thinking and correspondingly calculated
         decision making.
      

      
      As to the necessarily selfish motive behind the creation of profit, Rand dramatizes
         this repeatedly throughout the novel as well. Consider, for instance, the negotiations
         between Dagny and Rearden regarding the Rio Norte Line. Each is clear about his intentions:
         Dagny wants the Line built with Rearden Metal; Rearden knows this and charges her
         a steep price; he could have asked for double, he tells her. She concedes it, but
         reminds him that he wants to showcase his metal—and that this line is his best means
         of doing so. “So you think it’s right that I should squeeze every penny of profit
         I can, out of your emergency?” he asks. “Certainly,” says Dagny. “I’m not a fool.
         I don’t think you’re in business for my convenience . . . I’m not a moocher” (p. 84).
      

      
      A particularly colorful drama is the press conference in which Dagny and Hank boldly
         state their interest in profiting handsomely from the John Galt Line (p. 220). Dagny
         says railroads typically earn two percent on investment; a company should consider
         itself immoral, she says, to earn so little for providing so much. She expects to
         earn at least fifteen percent, but she’ll try hard for twenty percent. The press is
         aghast. They invite her to amend her comments with altruistic justifications. She
         declines, saying it is too bad she does not own more Taggart stock, so she can make
         even more profit. Rearden informs the press that his metal costs far less to produce
         than they think, and that he expects “to skin the public to the tune of twenty-five
         percent in the next few years.” A reporter asks: “If it’s true, as I’ve read in your
         ads, that your Metal will last three times longer than any other metal and at half
         the price, wouldn’t the public be getting a bargain?” “Oh, have you noticed that?”
         answers Rearden (p. 220). (As here, Rand cleverly demonstrates throughout the novel
         that what is in one man’s rational self-interest is in the rational self-interest
         of others as well.)
      

      
      The role of selfish motive is further dramatized by the surface difference between
         Rearden and Francisco, both of whom are highly intelligent. Francisco asks Rearden
         why he spent ten years making his metal. To make money, Rearden answers. Francisco
         reminds him there are many easier ways to make money and asks why he chose the hardest.
         Rearden replies that Francisco himself had earlier given the answer: “in order to
         exchange my best effort for the best effort of others” (p. 421).
      

      
      Making the same point in negative form, Francisco tells Dagny, “They thought it was
         safe to ride on my brain, because they assumed that the goal of my journey was wealth.
         All their calculations rested on the premise that I wanted to make money. What if
         I didn’t?” (p. 117). Later, at Rearden’s house, Francisco asks, “Isn’t it generally
         agreed that an owner is a parasite and an exploiter, that it is the employees who
         do all the work and make the product possible? I did not exploit anyone. I did not
         burden the San Sebastian mines with my useless presence; I left them in the hands
         of the men who count”—men, Francisco had noted earlier, “who could not have achieved
         in a lifetime, the equivalent of what they got for one day’s work, which they could
         not do” (p. 137).
      

      
      These and other scenes show that intelligence is not sufficient for profit; a selfish
         motive is indispensable, too.
      

      
      The stereotypical view that businessmen driven by the profit motive seek to make short-term
         gains at the expense of others is fully exposed as myth in Atlas. Recall that Dr. Potter of the State Science Institute offers Rearden a fortune (to
         be paid with taxpayer money) for exclusive rights to his metal, which Potter wants
         to use in Project X. He tells Rearden he will relieve him of his risks and give him
         an enormous profit immediately, but Rearden refuses. “You want to make as big a profit
         as possible, don’t you?” Rearden says he does. “Then why do you want to struggle for
         years, squeezing out your gains in the form of pennies per ton—rather than accept
         a fortune for Rearden Metal?” Potter asks. “Because it’s mine,” says Rearden. “Do
         you understand the word?” (p. 172). After being shown the door, Potter asks, “just
         between us . . . why are you doing this?” Rearden says, “I’ll tell you. You won’t
         understand. You see, it’s because Rearden Metal is good” (p. 173). Potter does not
         understand either word.
      

      
      As Dagny’s John Galt Line is ridiculed as “unsafe,” a critic says the Taggarts have
         been “a band of vultures” who “won’t hesitate to risk people’s lives in order to make
         a profit. . . . [W]hat do they care about catastrophes and mangled bodies, after they’ve
         collected the fares?” (p. 214). Yet Dagny runs a perfectly safe line, and later it
         is her replacement, the mindless Clifton Locey, who sends the smoke-belching engine
         into the Winston Tunnel, killing hundreds—and it is James Taggart who uses political
         power to crush competitors, suspend bond payments, and nationalize d’Anconia Copper.
         Jim tries to make a quick killing by shorting its stock while buying into the state
         company that will seize the assets. And he taunts Dagny: “You have always considered
         money-making as such an important virtue,” he says. “Well, it seems to me that I’m
         better at it than you are” (p. 329).
      

      
      Critics call Rearden a “greedy monster” and say “[he’ll] do anything for money.” “What
         does he care if people lose their lives when his bridge collapses?” (p. 214). Yet
         Rearden is put on trial, not for taking that “risk” but for refusing to allow his
         metal to be used by the state for Project X. “It is my moral responsibility to know
         for what purpose I permit [my metal] to be used,” he says. “[T]here can be no justification
         for a society in which a man is expected to manufacture the weapons for his own murderers”
         (p. 341). During the trial, defective steel girders collapse at a housing project,
         killing four workmen. The girders came from Rearden’s looting competitor, Orren Boyle
         (p. 476).
      

      
      Atlas overturns all the textbook stereotypes about the profit motive. The opposite motive—which
         Rand calls “anti-greed”—is dramatized in the decline of the 20th Century Motor Company.
         It began as a great enterprise, built by Jed Starnes, who hired Galt to work in the
         laboratory, but when Starnes’s heirs take it over they implement the Marxist view
         that production should come “from each according to his ability,” whereas payments
         should go “to each according to his need” (p. 610). In time, the firm’s top minds
         quit, beginning with Galt. Laborers compete, trying to prove that they are the least
         able and most needy (pp. 611–17). Production falls forty percent in six months; the
         company goes bust. The vultures swoop in and take everything—except what is truly
         valuable: Galt’s discarded plans for a revolutionary motor.
      

      
      The Marxist scheme was financed by Eugene Lawson, “the banker with a heart” (p. 276).
         He tells Dagny that he “wasn’t concerned with the parasites of office and laboratory”
         but with “the real workers—the men of callused hands who keep a factory going” (p.
         290). As to the factory’s eventually closing, Lawson says, “I am perfectly innocent,
         Miss Taggart. I can proudly say that in all my life I have never made a profit!” “Mr.
         Lawson,” she responds, “[O]f all the statements a man can make, that is the one I
         consider most despicable” (p. 313).
      

      
      Atlas shows that the statists, not the capitalists, are the real “robber barons,” using
         brute force to enslave the men of ability. In the story, as freedom vanishes, so do
         businessmen and profits. Amid force, the pyramid of ability is both inverted and perverted.
         The worst of men get to the top of businesses and ruin every remaining value by subjugating
         the best minds that remain. James Taggart pretends to manage a railroad and destroys
         it while Galt uses his muscles in its tunnels perfectly well. Meanwhile, Dagny is
         burdened with petty crises that subordinates should—but cannot—handle; Eddie Willers
         holds positions that are over his head; and Rearden fixes furnaces. Producers are
         forced by law to split up their assets, which are transferred from men such as Rearden
         to relatives and acquaintances such as Phil Larkin—from the Atlases who hold up the
         world to the ants who struggle under a matchstick. The Taggart Board meets in the
         cold, with coats, scarves, and hacking coughs. A conservation law forbids elevators
         to rise above the twenty-fifth floor, so “the tops of the cities were cut down” (p.
         465). These are the offices where the men of top ability once worked.
      

      
      As to the opportunity to profit, Galt explains: “A farmer will not invest the effort
         of one summer if he’s unable to calculate his chances of a harvest. But you expect
         industrial giants—who plan in terms of decades, invest in terms of generations, and
         undertake ninety-nine year contracts—to continue to function and produce, not knowing
         what random caprice in the skull of what random official will descend upon them at
         what moment to demolish the whole of their effort. Drifters and physical laborers
         live and plan by the range of a day. The better the mind, the longer the range. A
         man whose vision extends to a shanty, might continue to build on your quicksands,
         to grab a fast profit and run. A man who envisions sky-scrapers will not” (p. 978).
      

      
      That Rand considers freedom a prerequisite of production is clear from the basic plot
         of Atlas: As statists extend and intensify their controls, the economy only further decays
         and ultimately collapses as the men of the mind flee from oppression. At the same
         time, freedom in Galt’s Gulch enables a small economy to grow and flourish as it attracts
         rational, productive men—men who seek to live.
      

      
      How do profits arise? As Atlas shows, they are created by those who have the means, motive, and opportunity to produce.
         Profits come from rational men using their minds toward self-interested goals under
         political freedom.
      

      
      The Essence of Competition

      
      Modern economists generally regard competition as destructive. They view businessmen
         as engaging in cutthroat or “dog-eat-dog” aggression, fighting over a fixed hunk of
         wealth. What one business gains, another necessarily loses, they say; it’s a zero-sum
         game. The situation is typically described using the language of war. There are “predatory
         pricing” policies, “hostile takeovers,” “raids,” “poison pills,” “greenmail,” and
         “battles” for “market share.” The results of such competition are “trampled little
         guys,” “concentrations of wealth,” “imperialism,” and the like. The solution, we are
         told, is government intervention in the economy—whether full-scale socialism or the
         conservatives’ dream of “perfect competition.” Perfect competition, we are told, is
         a state in which the government intervenes just enough to ensure that there are many
         firms in every industry and no one faces any hurdles to entering any industry he wishes;
         no firm exercises any influence on the price of what it sells or differentiates its
         product from others; each has an equivalent share of the market; and none makes any
         profit.[11]  
      

      
      Again, Atlas dramatizes the truth of the matter, showing that competition in a free economy consists
         of businesses creating values and offering them for sale in a marketplace, where their
         customers, potential customers, and competitors also are creators of value, all trading
         by mutual consent to mutual advantage. Some firms thrive, create whole markets, outperform
         their competitors, and make huge profits; others do not, but no one is forced to deal
         with anyone, no one is forbidden to advance, and no one is punished for succeeding.
      

      
      Consider the distinct attitudes of Dagny and her brother, Jim, toward a rising competitor,
         Dan Conway’s Phoenix-Durango line. Conway’s railroad is “small and struggling, but
         struggling well” (p. 58). Taggart Transcontinental spans “from ocean to ocean” but
         has stagnated and is gradually losing business to Conway. Jim calls Conway a “thief,”
         as if Taggart owns its customers and Conway is stealing them. When Ellis Wyatt switches
         from Taggart to Conway’s Phoenix-Durango, Jim cries that Wyatt didn’t give Taggart
         time to grow along with him. “He’s dislocated the economy. . . . How can we have any
         security or plan anything if everything changes all the time? . . . We can’t help
         it if we’re up against destructive competition of that kind” (p. 18). “[T]he Phoenix-Durango
         has robbed us of all our business down there” (p. 28). It is not in the public interest,
         Jim says, to “tolerate wasteful duplication of services and the destructive, dog-eat-dog
         competition of new-comers in territories where established companies have historical
         priorities” (p. 51).
      

      
      Dagny, in contrast, is not threatened by Conway; she knows he’s a producer, not a
         destroyer, and that Jim and the Board alone are responsible for Taggart’s failures.
         “The Phoenix-Durango is an excellent railroad,” she says, “but I intend to make the
         Rio Norte Line better than that. I’m going to beat the Phoenix-Durango, if necessary—only
         it won’t be necessary, because there’ll be room for two or three railroads to make
         fortunes in Colorado. Because I’d mortgage the system to build a branch to any district
         around Ellis Wyatt” (p. 28). Eventually Dagny regains Wyatt’s business when she builds
         the John Galt Line.
      

      
      Francisco best sums up the nature of competition: “[Y]ou say that money is made by
         the strong at the expense of the weak? What strength do you mean? It is not the strength
         of guns or muscles.” Money is not made by the intelligent at the expense of fools
         or by the able at the expense of the incompetent or by the ambitious at the expense
         of the lazy, Francisco explains. “Money is made—before it can be looted or mooched—made
         by the effort of every honest man, each to the extent of his ability,” and when men
         are free to trade, the best man, the best product, and the best performance win—but
         at no one’s expense (p. 383).
      

      
      The railroad alliance in Atlas adopts the “Anti-Dog-Eat-Dog Rule,” which blames transportation shortages on “vicious
         competition” and demands government subsidies whenever a large, established railroad
         suffers a loss. Regions can have only one railroad, to be decided by seniority. Newcomers
         who encroach “unfairly” must suspend operations. Jim votes for it, knowing it will
         destroy Dan Conway’s Line. Conway quits when he learns of it. Although the Rule is
         devised to “help” Taggart Transcontinental, Dagny is furious when she hears about
         it. She meets with Conway and tries to stop him from quitting. Her aim was to build
         a better railroad, she tells him. She doesn’t give a damn about his railroad, but
         she isn’t a looter. Conway chuckles in appreciation. But he accepts the looters’ premise
         of the public good. “I thought what I had done down there in Colorado was good. Good
         for everybody,” he tells Dagny. “You damn fool,” she says. “Don’t you see that that’s
         what you’re being punished for—because it was good? . . . Nothing can make it moral
         to destroy the best. One can’t be punished for being good. One can’t be penalized
         for ability. If that is right we’d better start slaughtering one another, because
         there isn’t any right at all in the world!” (p. 79). Meanwhile, Jim tries to seize
         the remains of Conway’s railroad in a fire sale. Conway sells pieces to every stray
         comer, but refuses to sell anything to Taggart. “Dan Conway is a bastard,” Jim screams.
         “He refused to sell us the Colorado track. . . . [Y]ou should see those vultures flocking
         to him.” It’s against the intent of the Anti-Dog-Eat-Dog Rule, he says, because the
         Rule was intended to help essential systems like Taggart’s (p. 166). Here’s a looter
         calling the parasites vultures.
      

      
      Other laws are passed in a similar vein, posing as pro-competitive: the Railroad Unification
         Plan (p. 774), the Preservation of Livelihood Law (p. 279), the Equalization of Opportunity
         Law (p. 125), the Fair Share Law (p. 337). By design and in practice, each penalizes
         success and robs producers for the benefit of the laggards and looters. Orren Boyle
         claims: “Private property is a trusteeship held for the benefit of society as a whole.
         . . . Most of us don’t own iron mines. How can we compete with a man who’s got a corner
         on God’s natural resources? . . . It seems to me that the national policy ought to
         be aimed at giving everybody a chance at his fair share of iron ore, with a view toward
         the preservation of the industry as a whole” (pp. 50–51). “[T]here’s nothing more
         destructive than a monopoly,” he says. Except, says Jim, “the blight of unbridled
         competition.” Boyle agrees: “The proper course is always, in my opinion, in the middle.
         So it is, I think, the duty of society to snip the extremes” (p. 50). Boyle’s view
         represents the statists’ dream of the government regulating or trust-busting business
         just the right amount to establish “perfect competition.”
      

      
      Rand ridicules the view that such laws promote competition and free enterprise. The
         Equalization of Opportunity Law forbids anyone to own more than one business concern.
         A newspaper editorial argues that in a time of dwindling production and vanishing
         opportunities to make a living, it’s unfair to let one man “hoard” businesses while
         others have none. “Competition [is] essential to society and it is society’s duty
         to see that no competitor ever [rises] beyond the range of anybody who wanted to compete
         with him” (p. 125). Philosopher Simon Pritchett says he supports the law because he
         is in favor of a free economy. “A free economy cannot exist without competition,”
         he says. “Therefore, men must be forced to compete. Therefore, we must control men
         in order to force them to be free” (p. 127). There is no better account of the mindless
         and contradictory web that is antitrust law—a web used to entangle and strangle the
         creators and to provide the parasites with the unearned (which, in their ineptitude,
         they cannot manage anyway).
      

      
      When Mr. Mowen of Amalgamated Switch and Signal complains to Dagny that Rearden metal
         will not melt under less than 4,000 degrees, Dagny says, Great! “Great?” says Mowen.
         “Well, maybe that’s great for motor manufacturers, but what I’m thinking of is that
         it means a new type of furnace, a new process entirely, men to be trained, schedules
         upset, work rules shot, everything balled up and then God knows whether it will come
         out alright or not!” (p. 155). Mowen later loses business to Stockton Foundry because
         Andrew Stockton chooses Rearden’s metal and succeeds. “Rearden shouldn’t be allowed
         to ruin people’s markets like that,” Mowen now cries. “I want to get some Rearden
         Metal, too, I need it—but try and get it!” “I’m as good as the next fellow. I’m entitled
         to my share of that Metal” (p. 254).
      

      
      When Dagny queries Lee Hunsacker on the whereabouts of Galt’s motor, he says he is
         unaware but alleges that Ted Nielsen had made a new and better motor. “How could we
         fight this Nielsen, when nobody had given us a motor to compete with his?” (p. 298),
         cries Hunsacker, ignorant of the fact that Galt had been designing his superior motor
         in Hunsacker’s own factory, until looters such as Ivy Starnes arrived. Dagny interviews
         scientists to see if they can reconstruct the motor, but none can. One tells her,
         “I don’t think such a motor should ever be made, even if somebody did learn how to
         make it,” because “it would be so superior to anything we’ve got that it would be
         unfair to lesser scientists because it would leave no field for their achievements
         and abilities. I don’t think that the strong should have the right to wound the self-esteem
         of the weak” (p. 330).
      

      
      The looter’s hatred for capitalism as a dynamic system is best dramatized in the passage
         of Directive 10–289, which freezes all employment, sales levels, prices, wages, interest
         rates, profits, and production methods. Jim Taggart is happy that it will also mean
         the closing of experimental industrial research labs. “It will end wasteful competition,”
         he says. “We’ll stop scrambling to beat one another to the untried and the unknown.
         We won’t have to worry about new inventions upsetting the market. We don’t have to
         pour money down the drains in useless experiments just to keep up with overambitious
         competitors.” Yes, agrees Orren Boyle. “Nobody should be allowed to waste money on
         the new until everybody has plenty of the old” (p. 503). James says, 
      

      
      
         We’ll be safe for the first time in centuries! Everyone will know his place and job,
            and everybody else’s place and job—and we won’t be at the mercy of every stray crank
            with a new idea. Nobody will push us out of business or steal our markets or undersell
            us or make us obsolete. Nobody will come to us offering some damn new gadget and putting
            us on the spot to decide whether we’ll lose our shirt if we buy it, or whether we’ll
            lose our shirt if we don’t but somebody else does! We won’t have to decide. Nobody
            will be permitted to decide anything; it will be decided once and for all. . . . There’s
            been enough invented already—enough for everybody’s comfort—why should they be allowed
            to go on inventing? Why should we permit them to blast the ground from under our feet
            every few steps? Why should we be kept on the go in eternal uncertainty? Just because
            of a few restless, ambitious adventurers? Heroes? They’ve done nothing but harm, all
            through history. They’ve kept mankind running a wild race, with no breathing spell.
            (p. 504)
         

         
      

      In Atlas we see not only that large firms do not threaten small ones, but also that they make
         small ones possible. Reporting on the oil industry, after Wyatt quits, the newspapers
         cheer that it’s now “a field day for the little guy.” All the two-bit operators who
         had cried that Wyatt left them no chance now feel free to make fortunes. They form
         a co-op, but together they can’t pump as much oil as Wyatt; they can’t supply the
         huge power companies he used to supply, so the power companies switch to coal. As
         more oil fields close down, exploration costs skyrocket. A drill bit is now five times
         more expensive, because the market for them is shrinking—no economies of scale. The
         “little guys” soon learn that “the operating costs, which had once permitted them
         to exist on their sixty-acre fields, had been made possible by the miles of Wyatt’s
         hillside and had gone in the same coils of smoke” (p. 327).
      

      
      Elsewhere, Jim says that Taggart freight cars aren’t profitable because the shippers
         are demanding lower freight rates than before. Why lower? Local measures broke up
         the big shippers; now there are more shippers but smaller ones, and their unit costs
         are much higher. They try to offset these higher costs by demanding lower rail rates
         from Taggart. Jim protests: Even he sees that the railroad can no longer give the
         reduced rates that were made possible by the higher volume of the big shippers (p.
         467). Atlas shows that a pyramid of ability exists not only within companies, but within industries—and
         that antitrust laws destroy this pyramid, too. Jim sees this on some level, but it
         doesn’t stop him from supporting antitrust laws.
      

      
      Destruction is precisely the outcome when the state intervenes to help a laggard.
         Taggart gets subsidies under the Railroad Unification Act (p. 774) because it has
         not only the most lines, but also the most idle track. Here is the Marxist principle
         of contributions to come “from each according to his ability” while subsidies go “to
         each according to his need,” now applied to an industry. Dagny tries to stop it but
         cannot. Jim says the act is “harmonizing” the industry, eliminating “cutthroat” competition.
         It has eliminated 30 percent of the trains in the country. Eddie Willers tells Dagny,
         “The only competition left is in the applications to the [Railroad] Board [in Washington]
         for permission to cancel trains. The railroad to survive will be the one that manages
         to run no trains at all” (p. 776).
      

      
      In Atlas, we see that government intervention, in killing real competition, destroys businesses,
         industries, and markets. And we see that businessmen who advocate government intervention
         are guilty of crimes against reality and humanity. As Galt puts it, “The businessman
         who, to protect his stagnation, takes pleasure in chaining the ability of competitors”
         shares the premises of “those who seek, not to live, but to get away with living”
         (p. 963). Such businessmen are “wishing facts out of existence, and destruction is
         the only means of their wish. If they pursue it, they will not achieve a market .
         . . they will merely destroy production” (p. 736). 
      

      
      You did not care to compete in terms of intelligence—you are now competing in terms
         of brutality. You did not care to allow rewards to be won by successful production—you
         are now running a race in which rewards are won by successful plunder. You call it
         selfish and cruel that men should trade value for value—you have now established an
         unselfish society where they trade extortion for extortion (p. 980).
      

      
      What is economic competition? The textbooks again preach falsehoods, claiming it is
         “dog-eat-dog,” destructive, and should be regulated thoroughly or just enough to “level
         the playing field” and rid markets of “imperfections” and winners. Thus, the textbooks
         support statist measures such as antitrust laws.[12]    Atlas, in contrast, shows that the essence of competition is businessmen creating and offering
         goods or services in the marketplace, and aiming to provide higher quality, greater
         convenience, and/or lower prices than other businesses do. The entire process is made
         possible by rational, long-range thinking and trading, in which all rational parties
         benefit to the extent of their effort and ability.
      

      
      The Results of Production

      
      Having seen how Atlas differs from modern economics texts on such issues as the source of production, the
         businessman’s role in it, the origin of profit, and the essence of competition, we
         now contrast their views on the results of production. This may seem to be a straightforward
         issue, as the production of goods clearly enables savings, capital accumulation, investment,
         further production, and a constantly improved standard of living. What more need be
         said? If left free, will we not live happily ever after?
      

      
      According to modern economists, the answer is no. Production, they say, often goes
         too far—and goes haywire. The tendency of a free market is toward overproduction,
         or in the vernacular, “gluts.” From this “excessive” production, it is claimed, we
         get such bad things as inventory buildup, followed by production cutbacks, plant and
         store closings, layoffs, recessions, debt defaults, and bankruptcies. The deeper cause
         of such trouble, we are told, is the profit motive, which pushes businessmen to save,
         invest, and produce beyond all necessity.
      

      
      In regard to the consumption side of the coin, the problem is said to be underconsumption,
         or “insufficient demand.” Again, the exploitative profit motive is blamed. Supposedly,
         workers are not paid enough to “buy back” the full product they produce; they cannot
         buy back all of it because greed-motivated profit growth outstrips wage growth. As
         output exceeds the demand for it, huge inventories of goods pile up unsold. Instead
         of cutting prices or paying higher wages, which allegedly would reduce profit, greedy
         businessmen close factories and fire workers, and mass unemployment ensues.
      

      
      According to the textbooks, the “solution” to such problems is state intervention.
         Governments must enact policies to impede saving, investment, and profit-seeking—and
         to promote the consumption of wealth. One such policy is the graduated income tax,
         which takes from those who save and invest a greater portion of their income, and
         gives to those who consume most or all of theirs. “Make-work” schemes and “jobless
         benefits” accomplish the same end by giving wealth claims to nonworkers. Likewise,
         the printing of fiat money devalues the wealth of producers. Other policies aimed
         at curbing or venting “excess” production include restrictions on imports and subsidies
         for exports.
      

      
      Production has other harmful effects, as well, say the textbooks. Too much output,
         it is claimed, causes “inflation.” An economy can “overheat,” like a car engine. Why
         does this happen? Again, the villain is the profit motive. To get more output, the
         capitalist needs more workers and more machinery, and to obtain them he must bid up
         wages and make purchases. But to pay higher wages and make capital expenditures without
         sacrificing his profit, he must raise his prices. The result is “inflation.” Whereas
         common sense would say that fast economic growth and a low jobless rate are good news,
         the textbooks say these are actually bad news. The government’s central bank must
         curb inflation by curbing its alleged causes: economic growth and job creation.
      

      
      What students do not learn today is that classical economists—such as Adam Smith,
         James Mill, and Jean Baptiste Say—blasted these myths nearly two centuries ago. Above
         all it was Say’s Law that identified the economic axiom that all demand comes from
         supply. Demand is not simply a desire for material wealth—it is the desire backed
         up by purchasing power. But purchasing power necessarily must come from prior production.
         Whenever we enter a market to purchase something, we must offer goods we have produced
         (in the case of barter) or else money that we have received as income for goods we
         have produced. This is the essence of Say’s Law: supply constitutes demand.[13]  
      

      
      One corollary of Say’s Law is that all markets are made possible by producers, not
         by consumers. Another corollary is that no demand (the exchange of values) or consumption
         (the use of values) can occur prior to production. Say’s Law entails the principle
         of the primacy of production, which is much like Ayn Rand’s formulation in metaphysics
         of the primacy of existence. Just as existence exists prior to (and apart from) our
         consciousness, so also production exists prior to and apart from our consumption.
         Consciousness depends on existence; it does not create it. Likewise, consumption depends
         on production; it does not create it. Existence and production are the respective
         primaries. Those who hold consciousness as primary believe wishing makes things so.
         Those who hold consumption as primary believe they can have their cake and eat it,
         too. The primacy of existence says that our main focus should be on reality. The primacy
         of production says that our main focus should be on wealth creation.
      

      
      Atlas dramatizes the classical position on these issues, and Say’s Law is incorporated
         in the novel by implication. Production is shown to be a life-giving value, not the
         root source of recessions or inflation. Wealth is shown not to contain the seeds of
         poverty but to make possible further production and consumption. For example, Rearden
         Metal makes possible faster trains and stronger bridges; it does not “displace” or
         “unemploy” resources; rather, it makes new resources and better employment possible.
         The same goes for Galt’s motor. When Dagny and Rearden think about its possibilities,
         they estimate that it will add
      

      
      
         about ten years . . . to the life of every person in this country—if you consider
            how many things it would have made easier and cheaper to produce, how many hours of
            human labor it would have released for other work, and how much more anyone’s work
            would have brought him. Locomotives? What about automobiles and ships and airplanes
            with a motor of this kind? And tractors. And power plants. All hooked to an unlimited
            supply of energy, with no fuel to pay for, except a few pennies’ worth to keep the
            converter going. That motor could have set the whole country in motion and on fire.
            (p. 271)
         

         
      

      Rand dramatizes the life-giving nature of production with the metaphor of the body’s
         circulatory system. She describes the opening of Wyatt’s oil wells as follows: “the
         heart had started pumping, the black blood . . . blood is supposed to feed, to give
         life. . .” (p. 18). When Eddie Willers consults the map of the Taggart rail system,
         the metaphor appears yet again: “[T]he network of red lines slashing the faded body
         of the country from New York to San Francisco, looked like a system of blood vessels
         . . . as if once, long ago, the blood had shot down the main artery and, under the
         pressure of its own over-abundance, had branched out at random points, running all
         over the country” (p. 15). The “overabundance” does not mean overproduction or random
         abundance. The Taggart lines grew with other industries; demand for new rail lines
         came from the output of other businesses and industries. The supplies and incomes
         generated by Taggart’s rail lines constituted demand for steel and oil. In short,
         Atlas shows that markets are made by producers—and it celebrates the principle. Recall,
         for instance, that when Dagny completes the John Galt Line and prepares for its inaugural
         run, she announces that it won’t be a passenger express loaded with celebrities and
         politicians, as is the custom for inaugural runs, but a freight special carrying goods
         from farms, lumber yards, and mines (p. 216).
      

      
      Atlas further emphasizes the primacy of production in Galt’s Gulch. Once Dagny enters the
         Gulch and sees Ellis Wyatt producing oil from shale, she asks him, “Where’s your market?”
         Wyatt answers, “Market?” “Only those who produce, not those who consume, can ever
         be anybody’s market.”
      

      
      
         I deal with the life-givers, not with cannibals. If my oil takes less effort to produce,
            I ask less of the men to whom I trade it for the things I need. I add an extra span
            of time to their lives with every gallon of oil that they burn. And since they’re
            men like me, they keep inventing faster ways to make the things they make—so every
            one of them grants me an added minute, hour or day with the bread I buy from them,
            with the clothes, the lumber, the metal, an added year with every month of electricity
            I purchase. That’s our market and that’s how it works for us. . . . Here we trade
            achievements, not failures—values, not needs. We’re free of one another, yet we all
            grow together. (pp. 666–67)
         

         
      

      The dramatization of such principles—that production constitutes demand and that markets
         comprise producers alone—shows the absurdity of such myths as the possibility of “overproduction”
         and “underconsumption” in a free market.
      

      
      Atlas also shows that the primacy of production does not mean the exclusivity of production.
         The heroes do not produce for the sake of producing. They recognize that production
         is the precondition for consumption but that it is not an end in itself. Production
         is a means to an end. Dagny expresses the point when she sees Galt’s powerhouse in
         the valley: “She knew that there was no meaning in motors or factories or trains,
         that their only meaning was in a man’s enjoyment of his life, which they served” (p.
         674). The heroes enjoy their wealth. Recall the description of Midas Mulligan’s cabin
         in the valley, which exhibits the wealth not of accumulation, but of selection. Consumption
         does not create wealth; in fact, it is the using up of wealth—for the sustenance and
         enjoyment of life.
      

      
      The textbook view that production has harmful effects is dramatized by Dr. Potter
         of the State Science Institute, when he tries to convince Rearden to stop making his
         metal. “Our economy is not ready for it,” he tells Rearden. “Our economy is in a state
         of extremely precarious equilibrium. . . . [We need] just a temporary delay. Just
         to give our economy a chance to get stabilized. . . . [V]iew the picture from the
         angle of the alarming growth of unemployment. . . . At a time of desperate steel shortage
         we cannot afford to permit the expansion of a steel company which produces too much,
         because it might throw out of business the companies which produce too little, thus
         creating an unbalanced economy” (p. 170). The “solution” for this alleged glut of
         output is the Equalization of Opportunity Bill, intended to redistribute industrial
         holdings. “‘I don’t see why businessmen object to [the Bill],’” says Betty Pope “in
         the tone of an expert on economics. ‘If everybody else is poor, they won’t have any
         market for their goods. But if they stop being selfish and share the goods they’ve
         hoarded—they’ll have a chance to work hard and produce some more’” (p. 130). Betty
         Pope is an “expert” on modern economic principles (i.e., myths). To her, markets are
         made not by producers but by nonproducing consumers; the moochers are doing businessmen
         a “favor” by looting and consuming their “excess” goods.
      

      
      The myth that consumption somehow is a boon to production is dramatized in Jim Taggart’s
         plan to divert resources from the Rio Norte Line to the San Sebastian Line across
         the Mexican desert. He claims the scheme will create prosperity, but “no surge of
         trade had come across the border,” and “after three years the drain on Taggart Transcontinental
         still hadn’t stopped” (p. 59). Jim’s line is pure consumption; it only uses up or
         destroys wealth—and Atlas shows what such statist schemes mean for production. “A depot of reinforced concrete,
         with marble columns and mirrors, was built amidst the dust of an unpaved square in
         a Mexican village, while a train of tank cars carrying oil went hurtling down an embankment
         and into a blazing junk pile, because a rail had split on the Rio Norte Line” (p.
         58). When Francisco is asked about the line, he feigns surprise at its failure: “Doesn’t
         everyone believe that in order to get the goods, all you have to do is need them?”
         (p. 137). When later he learns that the United States has resorted to rationing, allegedly
         to equalize consumption and stabilize production, he remarks: “The nation which had
         once held the creed that greatness is achieved by production, is now told that it
         is achieved by squalor” (p. 463).
      

      
      Many brief scenes further dramatize the fallacy that consumer spending or consumption
         fosters production. During Thanksgiving, for instance, Rearden reminds Dagny that
         it’s “a holiday established by productive people to celebrate the success of their
         work” (p. 441). But during dinner at his home, Rearden’s mother tells him he should
         thank “the people of this country who have given you so much” (p. 429). Throughout
         the novel producers are told they must grant wage hikes to laborers regardless of
         productivity. “Maybe you can’t afford to give them a raise,” someone remarks, “but
         how can they afford to exist when the cost of living has shot sky-high? They’ve got
         to eat, don’t they? That comes first, railroad or no railroad” (p. 468). This is the
         primacy of consumption mentality. Near the novel’s end Rearden’s brother, Philip,
         approaches him with the same premise, seeking a job. Rearden points to the workers:
         “Can you do what they’re doing?” No, says Philip, but his need and desire should be
         sufficient. Besides, Philip adds, “What’s more important, that your damn steel gets
         poured, or that I eat?” Rearden retorts: “How do you propose to eat if the steel doesn’t
         get poured?” (p. 854). This is the primacy of production axiom.
      

      
      Modern economists and textbooks also preach that government intervention prevents
         or cures “gluts” and “stabilizes” the economy. Atlas shows the truth: Government intervention creates shortages by penalizing producers
         and shrinking the markets that only they make possible. By promoting consumption,
         it wreaks destruction. The disappearance of producers makes the effect crystal clear.
         As Galt puts it: “Let him try to claim, when there are no victims to pay for it .
         . . that he will collect a harvest tomorrow by devouring his seed stock today—and
         reality will wipe him out, as he deserves” (p. 936).
      

      
      Unemployment, inflation, and stagnation all result from government intervention, not
         capitalism, yet the looters in Atlas, as if reading a script straight from today’s textbooks, blame free markets and seek
         greater power to “stabilize” the economy.
      

      
      When Directive 10–289 is passed, Wesley Mouch says the law will stop the nation’s
         economic retrogression by freezing everything in place. “Our sole objective,” he says,
         “must now be to hold the line. To stand still in order to catch our stride. To achieve
         total stability” (p. 497). One group demands passage of a “Public Stability Law,”
         which forbids firms to move among states. Meanwhile, a state economic planning bureau
         issues innumerable edicts repeating such phrases as “unbalanced economy” and “emergency
         powers” (p. 279). An “unbalanced economy” is one in which the aggregate supply of
         goods and services does not equal their aggregate demand—a blatant denial of the truth
         of Say’s Law. For an economist to deny Say’s Law is the equivalent of a physicist
         denying the Law of Gravity or a philosopher denying the Law of Identity.
      

      
      Statists’ evasions aside, the fact remains that markets are made by producers and
         shrink under the touch of statists and their consumptionist cheerleaders. A producer
         benefits from dealing with other producers, not with incompetents or “consumers” who
         have nothing to offer in trade. As Dagny puts it, “I can run a good railroad. I can’t
         run it across a continent of share croppers who’re not good enough to grow turnips
         successfully. I’ve got to have men like Ellis Wyatt to produce something to fill the
         trains I run” (p. 84). When she and Rearden visit a remote town, they see a small
         local railroad pulled by an ancient coal-burning locomotive; she asks if he can imagine
         the Comet being pulled by one (later it is, through Winston Tunnel). “I keep thinking,
         it won’t be any use, all my new track and all your new furnaces, if we don’t find
         someone able to produce Diesel engines” (p. 263).
      

      
      Atlas dramatizes the chain reaction caused when statist controls forced Rearden and Danagger
         to delay shipments of steel and coal to Taggart Transcontinental. A freight train
         is delayed; then produce rots and must be dumped; some California growers and farmers
         go out of business, along with a commission house, as does the plumbing company the
         house owed money to, and then a lead pipe wholesaler that had supplied the plumbing
         company. Rand says, “Few people noticed how these events related to one another.”
         More delays cause the failures of a ball-bearing company in Colorado, then a motor
         company in Michigan waiting for ball bearings, then a sawmill in Oregon waiting for
         motors, then a lumberyard in Iowa dependent on the sawmill, and finally a building
         contractor in Illinois who was waiting for lumber. “Purchasers of his homes were sent
         wandering down snow-swept roads in search of that which did not exist any longer”
         (p. 462).
      

      
      Such events powerfully dramatize the principle that markets are made by producers—and
         thwarted by statists.
      

      
      Later, Galt names the essence of consumption-based economics, which is embodied in
         today’s textbooks (especially Samuelson’s): 
      

      
      
         They want you to go on, to work, to feed them, and when you collapse, there will be
            another victim starting out and feeding them, while struggling to survive—and the
            span of each succeeding victim will be shorter, and while you’ll die to leave them
            a railroad, your last descendent-in-spirit will die to leave them a loaf of bread.
            This does not worry the looters of the moment. Their plan . . . is only that the loot
            shall last their lifetime. (p. 683)
         

         
      

      Consumption, at root, is an act of destruction, in that it uses up wealth. Those who
         create wealth use it as a means of enjoying life. They live by means of production.
         Those who seek to consume wealth without producing it seek to live without enacting
         the cause of life. They seek to live by means of destruction.
      

      
      “Frantic cowards,” says Galt, “now define the purpose of economics as ‘an adjustment
         between the unlimited desires of men and the goods supplied in limited quantity.’
         Supplied—by whom? Blank-out.” “The problem of production, they tell you, has been
         solved and deserves no study or concern; the only problem left for your ‘reflexes’
         to solve is now the problem of distribution. Who solved the problem of production?
         Humanity, they answer. What was the solution? The goods are here. How did they get
         here? Somehow. What caused it? Nothing has causes” (p. 959). But “the law of identity
         does not permit you to have your cake and eat it, too,” he adds, and “the law of causality
         does not permit you to eat your cake before you have it . . . [if] you drown both
         laws in the blanks of your mind, if you pretend to yourself and to others that you
         don’t see—then you can try to proclaim your right to eat your cake today and mine
         tomorrow, you can preach that the way to have cake is to eat it, first, before you
         bake it, that the way to produce is to start by consuming, that all wishers have an
         equal claim to all things, since nothing is caused by anything” (p. 954). “An action
         not caused by an entity would be caused by a zero, which would mean a zero controlling
         a thing . . . which is the universe of your teachers’ desire . . . the goal of their
         morality, their politics, their economics, the ideal they strive for: the reign of
         the zero” (p. 954).
      

      
      Recall the metaphor of the life-giving circulatory system and the Taggart Transcontinental
         map. Amid widening economic breakdown and edicts diverting her trains to parasites,
         Dagny looks at the map and thinks: 
      

      
      
         There had been a time when the railroad was called the blood system of a nation, and
            the stream of trains had been like a living circuit of blood, bringing growth and
            wealth to every patch of wilderness it touched. Now, it was still like a stream of
            blood, but like the one-way stream that runs from a wound, draining the last of a
            body’s sustenance and life. One-way traffic, she thought indifferently—consumer’s
            traffic. (p. 837)
         

         
      

      Later in the novel, when yet another copper wire breaks in New York City, Taggart’s
         signal lights go out. At the entrance to the tunnels “a cluster of trains gathered
         and then grew through the minutes of stillness, like blood damned by a clot inside
         a vein, unable to rush into the chambers of the heart” (p. 868). The life-giving system
         based on the primacy of production is being killed by the myth of the primacy of consumption,
         the reign of the zero.
      

      
      Today’s economics textbooks—Samuelson’s especially—embody the views of John Maynard
         Keynes, the twentieth century’s arch-promoter of consumption-based economics and outspoken
         critic of Say’s Law.[14]   During the Great Depression, conservatives, unable to challenge statist controls
         on moral and philosophical grounds, insisted that in the long run, the economy would
         recover on its own. Keynes retorted, “In the long run, we’re all dead.” This is the
         range-of-the-moment mentality typical of a consumption-oriented theorist. A Keynes-like
         entity appears in Atlas, in the person of Cuffy Meigs, enforcer of the Railroad Unification Plan. He wields
         “a rabbit’s foot in one pocket” and “an automatic pistol in the other.” Dagny notes
         that Meigs’s plan will cannibalize the railroad system, and she asks how it will be
         revised in the future. “You’re impractical,” says Jim. “It’s perfectly useless to
         theorize about the future when we have to take care of the emergency of the moment.
         In the long run—” he starts to continue, but Meigs interrupts and says, “In the long
         run, we’ll all be dead” (p. 777).
      

      
      Atlas dramatizes the fact that producers, left free, do not cause “overproduction,” “imbalances,”
         “unemployment,” or “inflation”; rather, they cause life-giving, life-sustaining abundance.
         The primacy of production rests on the laws of identity and causality; its application
         gives rise to life and prosperity. The primacy of consumption, in contrast, rests
         on a denial of the laws of logic and economics; its application leads to destruction
         and death.
      

      
      The Purpose of Money

      
      Modern economists and textbooks typically nod to uncontroversial and long-recognized
         truths such as money is a medium of exchange, a unit of account, and a store of value,
         but they fail to recognize the fundamental purpose of money, which is to more efficiently
         reckon values and integrate the economy. They also fail to recognize the need—and
         even the possibility—of an objective monetary standard. And they fail to recognize
         the morality and practicality of free-market banking—despite the fact that gold-based
         and relatively free banking operated successfully in the United States (and elsewhere)
         from 1790 until 1913 (except when suspended during the Civil War) and despite the
         fact that today the safest banking is also the freest: the relatively unregulated,
         nongovernment-insured money market mutual fund industry.
      

      
      Atlas, in contrast, shows the true nature and function of money. It shows that for an economy
         to function properly, banking must be left to the market. And it shows what happens
         when the government intervenes in money and banking.
      

      
      From a broad perspective, we find throughout the story occasional allusions to a steady
         decline in the value and fixity of money. In the age of the heroes’ ancestors, we
         learn that there was gold money and a reliable standard. Even at the outset of Atlas, well before the economy collapses, there is some semblance of predictability, longer-range
         planning, and an ability to calculate future investment returns. But fiat money circulates,
         at least outside Galt’s Gulch. In Francisco’s money speech (a third of the way through
         the book), he refers to “those pieces of paper, which should have been gold” as “a
         token of honor.” And he explains: 
      

      
      
         Whenever destroyers appear among men, they start by destroying money. . . . [They]
            seize gold and leave to its owners a counterfeit pile of paper. This kills all objective
            standards and delivers men into the arbitrary power of an arbitrary setter of values.
            Paper is a mortgage on wealth that does not exist, backed by a gun aimed at those
            who are expected to produce it. Paper is a check drawn by legal looters upon an account
            which is not theirs: upon the virtue of the victims. (pp. 385–86)
         

         
      

      As the story proceeds, there is frequent evidence of inflation, such as a mention
         that the cost of living is rising faster than wages. Prices become more detached from
         reality, as money is detached from gold. Fiat money is being printed in abundance,
         but prices are not allowed to rise, so goods become increasingly scarce. Producers
         refuse to offer their goods at prices that are too low, and buyers demand too many
         goods for the very same reason, so demand exceeds supply. Once Directive 10–289 freezes
         all prices, disintegration and shortages become ubiquitous. Eventually, not even price
         controls can mask inflation, which soon accelerates into hyperinflation. Near the
         end of the story, we read that “wads of worthless paper money were growing heavier
         in the pockets of the nation, but there was less and less for it to buy. In September,
         a bushel of wheat had cost $11; it had cost $30 in November; it had cost $100 in December;
         it was now (January) approaching the price of $200, while the printing presses of
         the government treasury were running a race with starvation, and losing” (p. 995).
      

      
      Francisco explains that “money is a tool of exchange, which cannot exist unless there
         are goods produced and men able to produce them.” “Money is your means of survival,”
         he adds. However: “Money will always be an effect and refuse to replace you as the
         cause” (pp. 410, 412). This principle is dramatized in (among other places) the scene
         where Dagny and Hank visit the now abandoned 20th Century Motor Company. The town,
         once vibrant, wallows in poverty. Seeing a frail old man lugging heavy buckets of
         water, “Rearden took out a ten dollar bill [worth $100 today] and extended it to him,
         asking: ‘Would you please tell us the way to the factory?’ The man stared at the money
         with sullen indifference, not moving, not lifting a hand for it, still clutching the
         two buckets. ‘We don’t need no money around here,’” he said. Rearden asked, “Do you
         work for a living? . . . what do you use for money?” “We don’t use no money,” the
         old man responds. “We just trade things amongst us.” “How do you trade with people
         from other towns?” Rearden asks. “We don’t go to no other towns” (p. 266).
      

      
      Near the end of the novel, when state thugs try to make Galt the nation’s economic
         dictator, he refuses, and Mr. Thompson, the head of state, responds by saying, “I
         can offer you anything you ask. Just name it.” Galt says, “You name it.” Thompson
         replies, “Well, you talked a lot about wealth. If it’s money that you want—you couldn’t
         make in three lifetimes what I can hand over to you in a minute, cash on the barrel.
         Want a billion dollars—a cool, neat, billion dollars?” [i.e., $10 billion in today’s
         depreciated money]. Galt answers: “Which I’ll have to produce, for you to give to
         me?” Thompson: “No, I mean straight out of the public treasury, in fresh, new bills
         . . . or . . . even in gold, if you prefer.” Galt: “What will it buy me?” Thompson:
         “Oh, look, when the country gets back on its feet . . .” Galt: “When I put it back
         on its feet?” (p. 1013).
      

      
      Throughout Atlas, Rand dramatizes the fact that money is an effect of wealth, not its cause, and that
         its real value depends entirely on the wealth producers.
      

      
      The Spirit of Atlantis

      
      A brief account of the organization of Galt’s Gulch, or “Atlantis,” in Atlas provides a good summary of the economic principles demonstrated in the novel. Early
         and interesting intimations of Atlantis appear throughout the story. Someone mentions
         a “place where hero-spirits lived in a happiness unknown to the rest of the earth”—“a
         place which only the spirits of heroes could enter.” We are told that the heroes “reached
         it without dying, because they carried the secret of life with them” (p. 147). The
         secret, ultimately revealed in the valley, is that man’s mind is the source of all
         values and all wealth.
      

      
      Galt’s Gulch began as Midas Mulligan’s private retreat, and he tells Dagny he bought
         the property years ago, “section by section, from ranchers and cattlemen who didn’t
         know what they owned.” Mulligan built his own house and stocked it so as to be self-supporting,
         “so I could live here the rest of my life and never have to see the face of another
         looter” (p. 689). As the best minds and top producers are invited to the Gulch, they
         either move there permanently or visit and work for a month in summer. Mulligan sells
         them various pieces of land. There are no laws, because in so rational and small a
         society, arbitration by Judge Narragansett is sufficient. The valley has farms, an
         industrial district, and a single street with retail stores. The only things inhabitants
         can bring into the Gulch are some of their machines and their gold—the “frozen forms
         of intelligence.”
      

      
      Galt invents the most advanced technologies while in the Gulch: a screen of refracted
         light rays to hide the valley from above; a powerhouse the size of a toolshed that
         provides all the energy, with a door that opens by a voice recognition device. Upon
         seeing it, Dagny “thought of this structure, half the size of a boxcar, replacing
         the power plants of the country, the enormous conglomerations of steel, fuel, and
         effort—she thought of the current flowing from this structure, lifting ounces, pounds,
         tons of strain from the shoulders of those who would make it or use it, adding hours,
         days and years of liberated time to their lives . . . paid for by the energy of a
         single mind” (p. 674). She learns that all the producers in the valley are more productive
         now that they are politically free, their neighbors are producers, and their wealth
         is safe.
      

      
      In Galt’s Gulch, we see that Francisco mines copper, Wyatt produces oil from shale,
         and Dwight Sanders maintains aircraft, which he used to build. Midas Mulligan mints
         gold coins, operates a gold-standard bank, and lends money for worthy projects. Others
         work outside their specialty. Lawrence Hammond, the carmaker, runs a grocery store;
         Sanders and Judge Narragansett farm; Ted Nielson, maker of diesel engines, runs a
         lumberyard. Stressing the individualism, productiveness, and pride that permeate the
         Gulch, the retail stores on Main Street bear the names of the owners: Hammond Grocery
         Market, Mulligan General Store, Atwood Leather Goods, Nielsen Lumber, Mulligan Bank.
         To Dagny they sounded like “a list of quotations from the richest stock exchange in
         the world, or like a roll call of honor” (p. 672). Dick McNamara, one-time contractor
         of Taggart Transcontinental, operates the utilities and has some interesting helpers,
         such as “a professor of history who couldn’t get a job outside because he taught that
         the inhabitants of slums were not the men who made this country,” and “a professor
         of economics who couldn’t get a job outside, because he taught that you can’t consume
         more than you have produced” (p. 663).
      

      
      All production in the valley exudes the excellence that accompanies a rational society
         and a fully free market. Homes, for instance, were built “with prodigal ingenuity
         of thought and a tight economy of physical effort,” “no two were alike,” and “the
         only quality they had in common was the stamp of a mind grasping a problem and solving
         it” (p. 672).
      

      
      According to textbook myths, a closed society with such inhabitants—those who once
         had been the leaders of industry—would not work. Their soft hands and corrupt motives
         would lead them to fumble around and ultimately starve because there are no manual
         laborers for them to exploit or customers to bilk. Perhaps while they starved they
         would also cause inflation, financial crises, mass unemployment, and the like.
      

      
      The truth, however, as Atlas demonstrates, is that the men at the top of the pyramid of ability can do not only
         their jobs but many of the jobs normally done by those lower on the pyramid. They
         can, when necessary, do manual labor, or direct animals to labor for them (as when
         Francisco uses mules to transport his output). Although there are too few people in
         this small society for complete specialization, the inhabitants of the Gulch are happy
         to be free in a small but thriving economy rather than enslaved in a large but decaying
         one. Dwight Sanders works as a hog farmer and an airfield attendant, and tells Dagny,
         “I’m doing quite well at producing ham and bacon without the men from whom I used
         to buy it. But those men cannot produce airplanes without me—and, without me, they
         cannot even produce ham and bacon” (p. 662).
      

      
      There is also intense competition in the valley—which is good for everyone. Recall
         that when Dagny visits Andrew Stockton’s foundry, he tells her that he began by putting
         a competitor out of business. “There’s my ruined competitor,” he says benevolently,
         pointing to a young man in his shop. “The boy couldn’t do the kind of job I did, it
         was only a part-time business for him, anyway—sculpture is his real business—so he
         came to work for me. He’s making more money now,” Stockton adds, “in shorter hours,
         than he used to make in his own foundry”—so he spends his new free time sculpting
         (p. 668).
      

      
      Dagny is amazed to find that Stockton’s foreman is Ken Danagger, former head of Danagger
         Coal, and asks, “Aren’t you training a man who could become your most dangerous competitor?”
         Stockton replies: “That’s the only sort of men I like to hire. Dagny, have you lived
         too long among the looters? Have you come to believe that one man’s ability is a threat
         to another? Any man who’s afraid of hiring the best ability he can find, is a cheat
         who’s in a business where he doesn’t belong” (p. 670).
      

      
      Not surprisingly, the money in Galt’s Gulch is gold—and Midas Mulligan mints it. To
         Dagny, who is accustomed to the inflation and controls of the outside world, prices
         in the Gulch are astonishingly low, which means the value of the money is high, reflecting
         both the abundance of wealth in the valley and Mulligan’s credibility as a reputable
         money issuer. The gold in Mulligan’s Bank belongs to the producers, much of it retrieved
         by the efforts of Ragnar Danneskjold, the anti–Robin Hood who takes gold back from
         the looters and returns it to their rightful owners. Earlier in the story, when Ragnar
         meets Rearden, he tells him his wealth has been deposited in a gold-standard bank
         and that “gold is the objective value, the means of preserving one’s wealth and one’s
         future” (p. 535). This is that bank.
      

      
      Mulligan mints the gold into usable coinage, the likes of which, we learn, has not
         circulated since the days of Nat Taggart. The coins bear the head of the Statue of
         Liberty on one side and the words “United States of America—One Dollar,” on the other.
         When Dagny learns that Mulligan mints the coins, she asks, “[O]n whose authority?”
         Galt answers, “That’s stated on the coin—on both sides of it” (p. 671). When Dagny
         talks to Mulligan, he tells her his business is “blood-transfusion.” “My job is to
         feed a life-fuel into [those] who are capable of growing,” but “no amount of blood
         will save a body that refuses to function, a rotten hulk that expects to exist without
         effort. My blood bank is gold. Gold is a fuel that will perform wonders, but no fuel
         can work where there is no motor” (p. 681).
      

      
      Conclusion

      
      Atlas is a story about a man who said he would stop the motor of the world, and did. That
         motor is the rational thought and productive effort of great creators, including businessmen
         dedicated to making money by trading value for value with other rational people. This
         motor is also what economics proper studies.
      

      
      Whereas modern economics is boring because it ignores the facts of reality, Atlas is exciting because it identifies those facts. Atlas dramatizes (among other things) the reality-based principles of economics, and it
         does so with colorful characters, powerful imagery, breathtaking mystery, and correct
         philosophy. Rand takes us where no modern textbook can. She dramatizes the essence
         and virtue of capitalism because she knows which facts give rise to the need of the
         system and thus why it is both moral (i.e., life-serving) and practical. Unlike the
         indifferent, dismissive passengers on the train passing Rearden’s mills, those who
         did not care to notice achievement, let alone celebrate it, Rand looked at reality
         and wrote a novel that dramatizes not only the truths of economics, but also, and
         more fundamentally, the moral and philosophic truths on which those truths depend.
      

      
      Paul Samuelson was fond of saying, “I don’t care who writes a nation’s laws, or crafts
         its advanced treatises, if I can write its economics textbooks.”[15]   He exaggerated not only his own influence, but the influence of the field of economics
         itself. In fact, it is philosophy, for good or ill, that establishes the basic foundation,
         premises, and future path of every other science—including economics.
      

      
      It would matter little who wrote the nation’s laws or advanced treatises or economics
         texts—if Atlas Shrugged were widely read, studied, and understood. When enough people grasp the meaning of
         Atlas, everything else will follow. Atlantis will then become a reality, in the proud slogan
         of Taggart Transcontinental, “From Ocean to Ocean.”
      

      
      Notes
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                  on Political Economy (1803), available at http://www.efm.bris.ac.uk/het/say/treatise.pdf.
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            10. See especially Frank Knight, in his book Risk, Uncertainty and Profit (Boston: Houghton Mifflin, 1921), on “perfect competition,” as well as George Gilder,
                  Wealth and Poverty (New York: Basic Books, 1981), pp. 259–69, on the businessman as inspired by faith
                  and altruistic gift-giving; and Israel M. Kirzner, Competition and Entrepreneurship (Chicago: University of Chicago Press, 1973), on the entrepreneurial process as mere
                  glorified guesswork.
               

            

         

         
            11. Samuelson, Economics, pp. 140–44, 291–96, and 732. See also John Roberts, “Perfectly and Imperfectly Competitive
                  Markets,” in The New Palgrave Dictionary of Economics, vol. 3 (London: Macmillan, 1987), pp. 837–38.
               

            

         

         
            12. See Richard M. Salsman, “The False Profits of Antitrust,” in Gary Hull, ed., The Abolition of Antitrust (New Brunswick, NJ: Transaction Publishers, 2005), pp. 27–59.
               

            

         

         
            13. See Steven Kates, Say’s Law and the Keynesian Revolution: How Macroeconomics Lost Its Way (Cheltenham: Edward Elgar, 1998).
               

            

         

         
            14. That Keynes has made a comeback can be seen, among other places, in Sudeep Reddy,
                  “The New Old Big Thing in Economics: J. M. Keynes,” Wall Street Journal, January 8, 2009; George Melloan, “We’re All Keynesians Again,” Wall Street Journal, January 13, 2009; and Robert Samuelson, “How ‘Saving’ Capitalism Can Kill It Instead,”
                  Investors’ Business Daily, March 20, 2009.
               

            

         

         
            15. Cited in Michael M. Weinstein, “Paul A. Samuelson, Economist, Dies at 94,” New York Times, December 14, 2009, A1.
               

            

         

      

   
      Chapter 7

      Economics in Ayn Rand’s 
Atlas Shrugged
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      Atlas Shrugged is an integrated masterpiece of philosophy, politics, and economics. It is an economically
         literate novel that provides economic enlightenment.[1]   Based on an analysis of reality, it is well informed on economics and can be viewed,
         in part, as a treatise on political economy providing a literary treatment of proper
         economic laws, principles, concepts, issues, and themes. This great novel portrays
         a growing crisis of interventionism and systematic government failure and presents
         a thorough defense of a totally unregulated market system. In her literary passages,
         Ayn Rand is able to teach the lessons of market-oriented economics in a far more memorable
         and engaging manner than can be found in most books and articles on economics. The
         goal of this chapter is to provide a summary of the types of economic issues found
         in Atlas Shrugged.
      

      
      The Mind is the Source of Wealth

      
      To begin with, Atlas Shrugged masterfully depicts the role of individual initiative and creativity in economic
         progress. Rand argues in her fictional world, especially through Galt’s strike, that
         the mind is the fundamental source of wealth and profits. It is the thinkers who are
         the true creators of wealth and who are crucially responsible for prosperity. It is
         capitalists, industrialists, and entrepreneurs such as Hank Rearden, Dagny Taggart,
         Ken Danagger, Ellis Wyatt, and Midas Mulligan who reshape the world by being prime
         movers in the marketplace. These top individuals on the pyramid of ability contribute
         much more to prosperity than those at lower levels in the hierarchy. It is the competent
         thinkers and doers who create wealth and promote human economic prosperity through
         innovation and the creation of new enterprises. It is these self-actuating rational
         valuers who propel Rand’s fictional world and sustain it. Much of Atlas Shrugged is a study of the great producers who have the ability to see, to make connections,
         and to create what has not been seen before. Atlas Shrugged makes a convincing case that (1) the mind is at the root of the creation and maintenance
         of wealth; (2) the passionate producer is the prime mover and the visible hand in
         markets; and (3) the rational, purposeful, and creative character of the human person
         is reflected in the act of material production. As John Galt puts it in his speech:
      

      
      
         Physical labor as such can extend no further than the range of the moment. The man
            who does no more than physical labor consumes the material value-equivalent of his
            own contribution to the process of production, and leaves no further value, neither
            for himself nor others. But the man who produces an idea in any field of rational
            endeavor—the man who discovers new knowledge—is the permanent benefactor of humanity.
            Material products can’t be shared, they belong to some ultimate consumer; it is only
            the value of an idea that can be shared with unlimited numbers of men, making all
            sharers richer at no one’s sacrifice or loss, raising the productive capacity of whatever
            labor they perform. In proportion to the mental energy he spent, the man who creates
            a new invention receives but a small percentage of his value in terms of material
            payment, no matter what fortune he makes, no matter what millions he earns. But the
            man who works as a janitor in the factory producing that invention, receives an enormous
            payment in proportion to the mental effort that his job requires of him. And the same
            is true of all men between, on all levels of ambition and ability. The man at the
            top of the intellectual pyramid contributes the most to all those below him, but gets
            nothing except his material payment, receiving no intellectual bonus from others to
            add to the value of his time. The man at the bottom who, left to himself, would starve
            in his hopeless ineptitude, contributes nothing to those above him, but receives the
            bonus of all of their brains. (Rand 1957, 1064–65)
         

         
      

      Rand’s view is that man has no innate ideas but does have the ability to reason. Man
         begins uninformed and becomes ever more knowledgeable about the world. Man has no
         innate knowledge and, therefore, must determine through thought the deeds, actions,
         and values upon which his life depends. Having free will, man is free to think or
         not to think. Rationality does not imply omniscience. A person’s primary enterprise
         is to learn the causal connections among objects, actions, and the satisfaction of
         his needs in order to make rational decisions regarding his well-being. Economic life
         is constructed around the acquisition of knowledge. In Atlas Shrugged, Rand portrays rational, economic man as a being who gradually gains the knowledge
         and resources necessary to attain his ends.
      

      
      Rand depicts the entrepreneur as an economizing man who initiates and directs an uncertain
         causal process. The entrepreneur’s activities include the set of functions essential
         for mobilizing the production process. His most important mission is to visualize
         and predict future wants and needs, gauge their relative importance, and attain knowledge
         of potential available means. The successful entrepreneur correctly anticipates consumer
         preferences and effectively uses reason to meet these preferences. His goal is to
         know the consumers’ wants and needs before the consumers know them. An entrepreneurial
         insight is checked against reality through its incremental development as knowledge
         and experience are amassed. New ideas are refined, changed, refocused, improved, and
         expanded through incremental experimentation and the constant search for improvement.
         A wealth creator tends to be a person of superior ability who pursues his goals relentlessly
         in the face of obstacles, opposition, setbacks, and failures. He must persist in the
         face of adversity, confront the unknown, face challenges, risk and learn from failure,
         have confidence in his capacity to deal with the world, and take practical, rational
         steps in the pursuit of his goals.
      

      
      In Atlas Shrugged, Hank Rearden is the prime example of a visionary, competent, independent, action-oriented,
         passionate, confident, and virtuous entrepreneur. By focusing on reality, he has the
         vision to see the potential future value of a new metal that will take him ten years
         to develop. The tenacious and purposeful Rearden is committed to taking the actions
         necessary to invent this new metal.
      

      
      Rearden learned a great deal by holding a variety of jobs in a number of companies
         in steel-related industries since he was fourteen years old. Through his intellect
         and tireless efforts, he ultimately owned and managed ore, coal, limestone, and steel
         companies. On the evening that he finally pours the first heat of Rearden material,
         he reflects upon the obstacles, opposition, setbacks, failures, frustrations, and
         fatigue that he experienced in order to get to this day. He also remembers the moment
         that he realized all of his purposeful actions were motivated from within.
      

      
      
         He saw an evening when he sat slumped across his desk in that office. It was late
            and his staff had left: so he could lie there alone, unwitnessed. He was tired. It
            was as if he had run a race against his own body, and all the exhaustion of years,
            which he had refused to acknowledge, had caught him at once and flattened him against
            the desktop. He felt nothing, except the desire not to move. He did not have the strength
            to feel—not even to suffer. He had burned everything there was to burn within him;
            he had scattered so many sparks to start so many things—and he wondered whether someone
            could give him now the spark he needed, now when he felt unable ever to rise again.
            He asked himself who had started him and kept him going. Then he raised his head.
            Slowly, with the greatest effort of his life, he made his body rise until he was able
            to sit upright with only one hand pressed to the desk and trembling arm to support
            him. He never asked that question again. (30–31)
         

         
      

      
      Economic Justice

      
      In Atlas Shrugged, Rand illustrates that justice, a form of adherence to the facts of reality, is the
         virtue of granting to each man that which he objectively deserves. Justice is shown
         to be the expression of a man’s rationality in his dealings with other men, involving
         seeking and granting the earned. A trader, a man of justice, earns what he receives
         and does not give or take the undeserved. Just as he does not work except in exchange
         for something of economic value, he also does not give his love, friendship, or esteem
         except in trade for the pleasure he receives from the virtues of individuals he respects.
         The trader principle is a moral principle that involves the exchange of value for
         value through voluntary consent.
      

      
      Rearden defends voluntary exchange, the trader principle, and economic justice when
         on trial for failing to comply with a government directive (i.e., the Fair Share Law)
         ordering him to sell an “equal amount” of Rearden Metal to everyone who wants it.
         He addresses the court as follows:
      

      
      
         I work for nothing but my own profit—which I make by selling a product they need to
            men who are willing and able to buy it. I do not produce it for their benefit at the
            expense of mine, and they do not buy it for my benefit at the expense of theirs; I
            do not sacrifice my interests to them nor do they sacrifice theirs to me; we deal
            as equals by mutual consent to mutual advantage—and I am proud of every penny that
            I have earned in this manner. I am rich and I am proud of every penny I own. I made
            my money by my own effort, in free exchange and through the voluntary consent of every
            man I dealt with—the voluntary consent of those who employed me when I started, the
            voluntary consent of those who work for me now, the voluntary consent of those who
            buy my product. (444)
         

         
      

      
      Another character who promotes economic justice is Ragnar Danneskjöld, a philosopher
         turned pirate who raids only public, government cargo ships in order to return to
         the productive what is rightly theirs. Robbing these ships prevents the government
         from redistributing wealth to failing foreign socialist countries. Danneskjöld converts
         the wealth that he has confiscated into gold and places it into accounts that he has
         set up for moral, productive, and competent businessmen in proportion to the income
         taxes that have been extracted from them.
      

      
      In Atlas Shrugged, Rand illustrates how a tax is a compulsory payment by individuals to the government.
         Taxes are always coercive. Taxes can be used by government to control citizens and
         to promote “social justice” through the redistribution of wealth. When taxes are used
         to redistribute wealth and to support social programs, they not only divert resources
         from other useful purposes but also become a power contest between organized interest
         groups that pressure Congress to pass laws that are conducive to their perceived self-interest
         and that allow some people to “gain” at the expense of others.
      

      
      Toward the end of the novel, the chief looter-politician, Mr. Thompson, offers John
         Galt the position of Economic Dictator of the nation. He tells Galt that he and the
         other government officials will obey any order he gives, and Galt tells them to begin
         by abolishing all income taxes. This implies that Rand views income taxes as anti-productive,
         destructive, unjust, and immoral. This perspective invites a consideration of how
         the legitimate functions of the state (i.e., defense and protection of life, liberty,
         and property) would be funded. Where would the money come from to finance the armed
         forces, police, and law courts?
      

      
      Is it possible to fund the functions of government without taxation? Even in a minimal
         state, police, the military, judges, and others have to be paid. One possible solution
         has been offered by Rand (1964) and elaborated upon by Tibor R. Machan (1982). They
         explain that a person could pay a user fee when he chooses to use a government service.
         For example, contract protection is a private good that government supplies, and national
         military defense is a public good that is provided by government. Machan explains
         that the government could protect contracts and provide for national defense with
         voluntary payments for the contract services being used. He expands the case by observing
         that the government has overhead costs, including those needed to provide for the
         defense of the system of laws itself. This fees-for-services- plus-overhead plan is
         one possible way to finance government in a free society.
      

      
      The business heroes in Atlas Shrugged are just in their dealings with actual and potential employees, suppliers, customers,
         business partners, and competitors. They discriminate among all those they deal with
         based on competitive performance and character. They identify employees for what they
         accomplish and treat them accordingly. For example, at the end of chapter 1, Dagny
         wants to promote Owen Kellogg, a promising young engineer. Later, she hires a talented
         young scientist, Quentin Daniels, to work on reconstructing the motor that she found
         on the premises of the abandoned factory at the Twentieth Century Motor Company in
         Wisconsin. For contrast, consider the attempt by Hank’s mother to get Hank to hire
         his worthless brother Philip. When Rearden refuses, his mother tells him that he only
         thinks of justice, is immoral, and that he never thinks of people and his moral duties.
         Rearden replies, “I don’t know what it is you choose to call morality. No, I don’t
         think of people—except that if I give a job to Philip, I wouldn’t be able to face
         any competent man who needed work and deserved it” (Rand 1957, 209). Later, Hank is
         seen telling Tony the Wet Nurse, once one of the looters and now a man who shares
         Rearden’s values, that he would hire him gladly and at once but the Unification Board
         won’t allow it.
      

      
      With respect to customers, we see Rearden choosing to deal with men who share his
         values, such as Ken Danagger, a Pennsylvania coal producer, and Mr. Ward of the Ward
         Harvester Company, who needs Rearden Metal to keep his doors open. Hank justly takes
         Mr. Ward’s order despite the fact that he is under a deadline to provide the metal
         needed for the construction of the Rio Norte Line. Our business heroes do not want
         to deal with “liberal” businessmen who, afraid of honest competition, sell out their
         initiative, creative powers, and independence for the security of government regulation.
         We see Dagny becoming enraged at the unjust elimination of her best competitor, Dan
         Conway’s superb Phoenix-Durango Railroad, by a private body, through the National
         Alliance of Railroad’s “Anti-dog-eat-dog Rule,” which Dagny’s incompetent brother
         James uses his political connections to get adopted by the alliance. Certainly, Dagny
         would like to put Conway out of business, but not this way. She wants to do it by
         outcompeting him by providing the best railroad service in the area. Dagny goes to
         see Conway and attempts to get him to fight this unjust rule, but to no avail.
      

      
      Francisco d’Anconia’s justice-oriented actions involve retribution against those who
         they think can rely on his business judgments. When the looters hear about Francisco’s
         San Sebastián Mines, they invest in them. The San Sebastián Mines are revealed to
         be worthless and a fraud. Francisco intentionally wanted to ruin investors such as
         James Taggart, Orren Boyle, and others who attempted to ride on his coattails. They
         failed to think and to investigate the facts about the mines. As a result, they justly
         got what they deserved. The San Sebastián Mines and Line are nationalized, and then
         the mines turn out to be worthless.
      

      
      Wealth is the Source of Money

      
      According to Horwitz (2007, 226–36), in his “Money Speech,” Francisco explains that
         money is made possible only by men who produce. Money is a tool of exchange that presumes productive
         men and the results of their activities. Wealth is thus the source of money. Money
         is the effect, rather than the cause, of wealth. The money that a person holds symbolizes
         production that has already occurred and that has been judged as valuable by other
         people. When an individual takes money as his reward for his work, he does so in order
         to exchange it for products and services made possible by other individuals.
      

      
      
         Money is a tool of exchange, which can’t exist unless there are goods produced and
            men able to produce them. Money is the material shape of the principle that men who
            wish to deal with one another must deal by trade and give value for value. Money is
            not the tool of the moochers, who claim your product by tears, or of the looters,
            who take it from you by force. Money is made possible only by the men who produce.
            . . . When you accept money in payment for your effort, you do so only on the conviction
            that you will exchange it for the product of the effort of others. (Rand 1957, 410)
         

         
      

      Money must be earned through the production of goods and/or services, and production
         requires the use of reason. This fact is recognized by the heroes of Atlas Shrugged. The villains, however, think that money is meaningful no matter how it is obtained.
         Ignoring the need to produce, the looters try to get money through the use of altruism
         and coercion. They attempt to evade the fact that life demands production.
      

      
      Atlas Shrugged in general and Francisco’s speech in particular emphasize that it is production that
         initiates demand for other products and services—production is the source of demand.
         Atlas Shrugged thus portrays and explains Say’s Law of Markets, which states that supply constitutes
         demand. Production is primary and is a precondition to consumption. An individual
         can demand products and services from others only if he has previously successfully
         marketed his own products and/or services. People who consume need to produce in order
         to obtain money from someone who has produced that which can be exchanged for other
         products and services (Salsman 1997, 2011).
      

      
      In Atlas Shrugged, Rand skillfully dramatizes and concretizes the idea that productiveness is a virtue.
         Readers are shown characters who tend to be productive and successful when they are
         rational and self-interested. Rand explains that production requires individuals who
         are rational and self-interested. She illustrates that it is necessary for each person
         to voluntarily choose to think, plan, and produce if he wants to survive and flourish.
         The lesson is that it is only to the degree that people are rational and self-interested
         that they can produce. As Francisco puts it in his money speech, “Those pieces of
         paper, which should have been gold, are a token of honor—your claim upon the energy
         of the men who produce. . . . Money is made—before it can be looted or mooched—made
         by the effort of every honest man, each to the extent of his ability. An honest man
         is one who knows that he can’t consume more than he has produced” (Rand 1957, 410–11).
      

      
      Francisco explains that money is, or should be, an objective standard of value tied
         to reality in order to act as an integrator of economic values. An objective standard
         tied to reality requires an objective commodity such as a quantity of gold. Gold is
         the means of preserving wealth and value. Money prices based on such an objective
         standard accurately express people’s judgments regarding the value of goods and services.
         Francisco makes clear that this role of money is eroded by inflation. Inflation extinguishes
         the signaling function of money prices. He says that the debasement of money, through
         the substitution of paper for gold, is the road to the downfall of society.
      

      
      
         Money is the barometer of a society’s virtue . . . Whenever destroyers appear among
            men, they start by destroying money, for money is men’s protection and the base of
            a moral existence. Destroyers seize gold and leave to its owners a counterfeit pile
            of paper. This kills all objective standards and delivers men into the arbitrary power
            of an arbitrary setter of values. Gold was an objective value, an equivalent of wealth
            produced. Paper is a mortgage on wealth that does not exist, backed by a gun aimed
            at those who are expected to produce it. Paper is a check drawn by legal looters upon
            an account which is not theirs: upon the virtue of the victims. Watch for the day
            when it bounces, marked, “Account overdrawn.” (413)
         

         
      

      Planning, Regulation, and Redistribution in a 
Mixed Economy
      

      
      Rejecting central social planning, Rand illustrates in Atlas Shrugged that there is no way for bureaucrats to make intelligent decisions to deliberately
         plan or design an economy because it is impossible for them to gain or possess sufficient
         knowledge. Centrally directed economies are bound to fail because they rely upon the
         limited knowledge of those who give the orders.
      

      
      Rand agrees somewhat with such Austrian economists as F. A. Hayek, who argued that
         the proper role of the state is to create general rules that facilitate mutually beneficial
         interactions rather than to prescribe specific outcomes. For Rand, there is only one
         proper role of government, and that is to protect individual rights through the use
         of force, but only in retaliation and only against those who initiate its use. Hayek
         is concerned with the hubris of reason that distinguishes what he calls “constructivist
         rationalism.”[2]  
      

      
      Atlas Shrugged illustrates that the type and amount of knowledge needed to direct a whole economy
         is far different from what is required to run a business. Part II of Atlas Shrugged portrays in great detail the inefficiencies and economic destruction that stem from
         centralized economic decision-making. In Atlas Shrugged, government officials try to regulate the economy through the Bureau of Economic
         Planning and Natural Resources, whose name is remindful of the real National Resources
         Planning Board (NRPB) that was part of the New Deal.
      

      
      The intentional and rational planning on the part of industrialists like Dagny Taggart
         and Hank Rearden is in stark contrast to the efforts at comprehensive central planning
         of the economy by government bureaucrats. According to proponents of social engineering,
         there exists an elite who far exceeds the general population in intellect, morality,
         and dedication to the “common good.” They believe that their general superiority enables
         them to use their articulated rationality to function as decision-makers in governmental
         economic planning. Of course, the knowledge needed by these social architects is unattainable.
         For example, without market-based prices, decision-making by central planners would
         be irrational and arbitrary. Atlas Shrugged illustrates how economic interventionist policies tend to fail to obtain their objectives,
         generate unintended and undesirable results, and lead to further government controls.
         Unintended negative consequences result when social engineers try to direct an economy
         from the top down. In such an economy, interest groups lobby for special privileges
         that result in the redistribution of wealth rather than in the creation of wealth.
         Today’s bailout plans and economic stimulus schemes are right out of Atlas Shrugged. The more incompetent that businesses are, the more handouts they will be given by
         politicians in Washington. For example, Atlas Shrugged’s Railroad Unification Plan and Steel Unification Plans are eerily similar to the
         contemporary notion of “too big to fail,” which has been applied to distressed U.S.
         auto companies, banks, insurance companies, investment houses, and so on.
      

      
      Atlas Shrugged demonstrates what occurs when government controls the distribution of resources.
         In a corporate state, crony capitalists (or political capitalists) turn to the government
         for special privileges in order to obtain protection from open competition. Crony
         capitalists curry favor with politicians to “defeat” competitors without having to
         perform better jobs. They gain their results outside the market process by receiving
         special privileges such as subsidies, grants of monopoly, tax breaks, legal permits,
         government grants, bailouts, price supports, subsidized loans, trade protections,
         resource privileges, and so on.
      

      
      Sciabarra (2007) explains that in Atlas Shrugged, Rand examines a collapsing social order and its dysfunctional relations on three
         distinct analytical levels: Level 1: The Personal; Level 2: The Cultural; and Level
         3: The Structural. According to Sciabarra,
      

      
      
         A focus on the “structural” (what I’ve called “Level 3”) provides Rand with an opportunity
            to portray, in frightening detail, the process by which a statist economy implodes.
            As the economic system careens from one disaster to another, as the “men of the mind”
            withdraw their sanction from a government that regulates, prohibits, and stifles trade,
            statist politicians attempt to exert more and more control over the machinery of production.
            To no avail. In the end, Directives are issued, like Number 10–289, which attach workers
            to their jobs, order businesses to remain open regardless of their level of “profit,”
            nationalize all patents and copyrights, outlaw invention, and standardize the quantity
            of production and the quantity of consumer purchasers, thereby freezing wages and
            prices—and human creativity.
         

         
         The “pyramid of ability” is supplanted by the “aristocracy of pull.” What F. A. Hayek
            once called the “road to serfdom” is complete. A predatory neofascist social system,
            which had survived parasitically, must ultimately be destroyed by its own inner contradictions,
            incapacitating or driving underground the rational and productive Atlases who carry
            the world upon their shoulders. (Sciabarra 2007, 30)
         

         
      

      Caplan (2007, 215–24) explains further that in Atlas Shrugged the reader is able to see how regulations in a mixed economy are actually made. Rather
         than advancing the so-called public interest, in reality regulations generally further
         the private financial interests of political insiders at the expense of others. Political
         interest groups lobby for contradictory measures, and the government grants favors
         to those who have the most votes, political pull, or influence at any given moment.
         A good example in Atlas Shrugged is the “deal” through which the Anti-dog-eat-dog Rule and the Equalization of Opportunity
         Bill result. Rent seekers such as James Taggart and Orren Boyle exploit innovators
         and prime movers by obtaining favorable governmental legislation and regulations rather
         than by being innovative and efficient.
      

      
      The Anti-dog-eat-dog Rule ostensibly imposes a ban on “destructive competition” by
         granting seniority to the oldest railroad operating in a given region of the country.
         Although the stated reasons for the rule are to recognize historical priority and
         to avoid a transportation shortage, its real purpose is to put Dan Conway’s superb
         Phoenix-Durango Railroad, Taggart Transcontinental’s competitor for the Colorado freight
         traffic, out of business. The result is the sacrifice of one of the most productive
         members of the National Alliance of Railroads (Conway) to further Taggart’s less productive
         company. There is more than a slight resemblance to the “production codes” under the
         National Industrial Recovery Act.
      

      
      As Rand puts it,

      
      
         The Anti-dog-eat-dog Rule was described as a measure of “voluntary self-regulation”
            intended “the better to enforce” the laws long since passed by the country’s Legislature.
            The Rule provided that the members of the National Alliance of Railroads were forbidden
            to engage in practices defined as “destructive competition”; that in regions declared
            to be restricted, no more than one railroad would be permitted to operate; that in
            such regions, seniority belonged to the oldest railroad now operating there, and that
            the newcomers, who had encroached unfairly upon its territory, would suspend operations
            within nine months after being so ordered; that the Executive Board of the National
            Alliance of Railroads was empowered to decide, at its sole discretion, which regions
            were to be restricted. (Rand 1957, 75)
         

         
      

      James Taggart uses his political friendship with steel producer Orren Boyle to influence
         the National Alliance of Railroads to pass the Anti-dog-eat-dog Rule. In turn, Boyle
         employs Taggart to use his influence in Washington in order to strip Hank Rearden
         of his ore mines, delivering them in turn to Paul Larkin, who would provide Boyle
         with the first chance to obtain the ore.
      

      
      Boyle agrees to provide the votes needed in the National Alliance of Railroads, and
         in exchange Taggart uses his Washington connections to pass the Equalization of Opportunity
         Bill, which forbids any one person or corporation from owning more than one type of
         business concern. This, of course, prevents Rearden from owning the mines that supply
         him with the resources that he needs. In order to preserve the steel industry “as
         a whole” (i.e., to save Boyle’s company), Rearden is stripped of his ore mines, which
         are then placed in the hands of someone else (i.e., Paul Larkin) who will give Boyle
         first priority for the ore. Although the stated rationale for the Equalization of
         Opportunity Bill is that it is unfair to permit one individual to own several business
         enterprises, the hidden agenda is to allow Boyle’s unproductive Associated Steel to
         compete with the more efficient Rearden Steel. The result is the sacrifice of Rearden’s
         productive firm for Boyle’s unproductive company.
      

      
      
         A newspaper . . . editorial . . . was entitled “Equalization of Opportunity.” . .
            . The editorial said that at a time of dwindling production, shrinking markets, and
            vanishing opportunities to make a living, it was unfair to let one man hoard several
            business enterprises, while others had none; it was destructive to let a few corner
            all the resources, leaving others no chance; competition was essential to society,
            and it was society’s duty to see that no competitor ever rose beyond the range of
            anybody who wanted to compete with him. The editorial predicted the passage of a bill
            which had been proposed, a bill forbidding any person or competitor to own more than
            one business concern. (130)
         

         
      

      Throughout Atlas Shrugged, both the government and “liberal” or statist politicians say that people must sacrifice
         for the public welfare. Atlas Shrugged illustrates the tragic consequences of following the principle of need rather than
         the principle of productivity, of adhering to the communist slogan “From each according
         to his ability, to each according to his need.” For example, the State Science Institute
         does not want Rearden to put his new metal on the market because of the “social damage”
         it will cause to steel producers (like Orren Boyle) who can’t compete with him. When
         Rearden says that he does not worry about other firms, the State Science Institute
         attempts to bribe and eventually to threaten Rearden to keep his new metal off the
         market. Rearden understands that true corporate social responsibility is to make profits
         for the owners while respecting the natural rights of individuals.
      

      
      Then there is the story of the destruction of the Twentieth Century Motor Company
         in the wake of the Starnes heirs’ small-scale socialist experiment.[3]   Illustrating the consequences of communism in practice, the employees as a group
         vote to decide the needs of each worker as well as the expected production of each
         laborer based on an assessment of his ability. The story of this company shows that
         when earnings are not based on production, incentives diminish, productivity plummets,
         and bankruptcy results. It thus serves as a precursor for the ultimate fate of an
         entire country that is heading toward collectivism (Boettke 2005, 451–60; 2007, 179–87;
         Bostaph 2007, 207–14).
      

      
      The Twentieth Century Motor Company has constructed its own “society” based on a combination
         of Marxian and Rawlsian principles of justice that assign priority to the poorest,
         weakest, and most needy (i.e., “from each according to his ability, to each according
         to his need”). This system, based on some vague standard of fairness and on the nonrecognition
         of individual rights, is an inevitable failure.
      

      
      In addition, there are the Colorado Directives that are intended (at least officially)
         to help with the national emergency by forcing Colorado to share the suffering. These
         new mandates included (1) a maximum speed and number of cars for all trains on the
         John Galt Line, (2) a prohibition on the number of trains to be run in Colorado exceeding
         the number of trains run in each of the neighboring states, (3) limits on the production
         of Rearden Metal so it will be no greater than the production of the steel mills of
         the same capacity, (4) a Fair Share Law that gives every desiring customer an equal
         amount of Rearden Metal, (5) a prohibition on business firms in the East moving to
         other states, (6) a five-year moratorium on the payment of railroad bonds, and (7)
         a 5 percent tax on gross sales made in Colorado in order to fund the administrative
         costs of the directives. These directives were due to the efforts of economic interest
         groups who wanted the industrially successful state of Colorado to force its profitable
         firms to redistribute their earnings. Of course, these laws prompted Ellis Wyatt to
         quit, put other firms out of business, and wiped out the Rio Norte Line. Ultimately,
         these destructive directives hastened the retirement and disappearance of many Colorado
         industrialists who had created enormously productive enterprises and who had been
         forced to carry less competent businessmen along with them. Ellis Wyatt and other
         Colorado industrialists refuse to work under imposed conditions that would result
         in the destruction of any firms that attempted to abide by them.
      

      
      We also encounter the Railroad Unification Plan and the Steel Unification Plan. The
         Railroad Unification Plan was James Taggart’s desperate scheme to keep Taggart Transcontinental
         from going out of business by feeding off its competition. The plan provides that
         the total profits of all railroad companies be allocated according to the number of
         miles of track each owns and maintains instead of according to the amount of service
         that each supplies. Then there is the Steel Unification Plan, which would bankrupt
         Rearden. The Steel Unification Plan is patterned after the Railroad Unification Plan.
         All of the steel companies’ earnings are to be rewarded according to the number of
         furnaces each owns. Because Boyle has a great many idle furnaces, he would be paid
         for almost double his actual output. In turn, Rearden would be paid for less than
         half of his actual output. Both the Railroad Unification Plan and the Steel Unification
         Plan require companies to produce “according to each one’s ability,” with the profits
         to be allocated “according to each firm’s need.”
      

      
      Directive 10–289 provides the knockout punch to economic freedom in Atlas Shrugged (Boettke 2005; 2007; Caplan 2007; Bostaph 2007). Its purported purpose is to stop
         the country’s economic decline by freezing the economy in its present state. The directive
         employs comprehensive central government planning to freeze everything at the status
         quo. It actually allows top government officials and politically connected businessmen
         to retain power and enhance their own control of the economy. This directive mandates
         that all workers remain at their current jobs, that no business close, and that all
         patents and copyrights be “voluntarily” turned over to the government. It also forbids
         the introduction of new products and innovations and requires firms to annually produce
         a quantity of goods identical to the quantity produced during the preceding year.
         In addition, the directive freezes all wages, prices, and profits, and requires every
         person to spend the same amount of money as he did in the preceding year. It prevents
         businesses from adjusting expenses and making other strategic and tactical decisions.
         Of course, given that appeals for exceptions can be made to the Unification Board,
         such government control inevitably leads to the buying and selling of economic favors.
      

      
      Galt’s Gulch: Model of a Free Society

      
      Galt’s Gulch (also known as Mulligan’s Valley and Atlantis) sharply contrasts with
         Directive 10–289 and with the mode of operation of the Twentieth Century Motor Company.
         Atlantis is a microcosm or model of a free society enshrouded by the collapsing interventionist
         one. This laissez-faire capitalist society is located in the heart of the United States.
         This paradigm of a free society consists of a voluntary association of men held together
         by nothing except every man’s self-interest. Here productive men who have gone on
         strike are free to produce and trade as long as they observe the valley’s customs.
         In this secret free society each individual is unencumbered in the pursuit of his
         own flourishing and happiness. In Galt’s Gulch justice is based on the recognition
         of individual rights and individual achievement.[4]  
      

      
      Bostaph (2007, 2011) has commented on the ambiguity of Ayn Rand’s theory of price.
         In a conversation that takes place in Galt’s Gulch between Ellis Wyatt and Dagny Taggart,
         Wyatt states that he reduces the price he charges for oil as he improves his process
         of extracting oil from shale, and decreases the effort he expends in extracting it
         (Rand 1957, 722). Bostaph observes that in this scene Rand may have been assuming
         a real-cost theory of pricing. He goes on to say that one could also assume that the
         amount of production would correspondingly increase, thereby making a marginal unit
         less valuable to the producer.
      

      
      Bostaph (2011, 39) also notes that bits and pieces of economic ideas can be found
         scattered throughout Galt’s speech. For example, Rand identifies the idea that spending
         creates wealth as a reversal of the law of casualty (Rand 1957, 1038); the view of
         a factory as a natural resource as the willful denial of human agency (1043); the
         view of the production of goods as an anonymous and automatic process not connected
         to that of distribution as a denial of both causality and property rights; the view
         that industrial progress is instinctual as obscenely stupid (1044); and, the assertion
         that those who create wealth through the use of their minds are the exploiters of
         those who do not, and that the former should be enslaved for the benefit of the latter,
         as a vestige of the morality of barbarism (1049).
      

      
      Conclusion

      
      As we have seen, Atlas Shrugged contains a great deal of economic content. In it, Rand provides a literary description
         of economic institutions and conditions within a particular context. She is able to
         explain the proper principles and workings of a free market system. Rand skillfully
         illustrates the cause-and-effect relationships of events in a society’s economy. As
         a lesson in economics,[5]    Atlas Shrugged illustrates the necessity of analyzing the immediate and long-term, direct and indirect,
         and intended and unintended consequences of a governmental action or policy. Rand
         explains that the mind is the source of well-being and that the mind must be free
         to invent and produce new products and services. Atlas Shrugged illustrates that government intervention discourages innovation and risk-taking and
         obstructs the process of wealth creation. It also demonstrates that wealth is not
         causeless and that by removing the cause (i.e., the mind) the strike removes the effect
         (i.e., wealth). Capitalism is thus shown to be the only moral economic system because
         it protects a man’s mind, his primary means of survival and flourishing.
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      Chapter 8

      Atlas Shrugged and Public Choice
      

      
         
         
         
         Bryan Caplan

         
         The Obvious Parallels

         
         
      

      
      Ayn Rand’s Sausage Factory

      
      According to an old saying, “If you like sausages or legislation, you should never
         watch either being made.” It is no wonder, then, that Ayn Rand puts the political
         process under a microscope. Regulation does not just “happen” in Atlas Shrugged. The reader goes behind the scenes to witness Jim Taggart help Wesley Mouch blackmail
         Hank Rearden in exchange for raising railroad rates over the objection of Orren Boyle.
         All for the “general welfare,” of course!
      

      
      When Rand published Atlas Shrugged in 1957, most social scientists were still naive enough to take politicians’ speeches
         about “the general welfare” at face value. But that was soon to change. In the 1960s
         and 1970s, economists began to use their standard tools to understand how democracy
         works. “We would never believe a businessman who claimed to work for the public good,”
         they reasoned. “Why should we believe a politician?” Instead, they assumed that politicians
         maximize votes, just as firms maximize profits. The result was public choice theory,
         which eventually won James Buchanan a Nobel Prize (Buchanan 2001). 
      

      
      Though there is little evidence of mutual influence, Ayn Rand and public choice converge
         on a strikingly similar vision of the political process. Both emphasize the contradiction
         between the propaganda of government intervention and the reality. Government supposedly
         intervenes to advance the interests of the majority. In reality, however, its goal
         is to advance the interests of political insiders at the expense of everyone else
         (Tullock 1967; Krueger 1974).
      

      
      One of public choicers’ favorite examples is airline regulation. The Civil Aeronautics
         Board (CAB) claimed to protect travelers from rapacious airlines. In fact, the mission
         of the CAB was to keep airfares up by restricting competition. To say that “regulation
         did not work” is rather misleading. It failed in its official goal of helping consumers,
         but it succeeded in its actual goal of shielding the regulated industry from competition
         (Friedman and Friedman 1979).
      

      
      This is the story of virtually every act of government in Atlas Shrugged. In each case, the altruistic rhetoric is a smoke screen. Laissez-faire would make
         most people better off, but it would financially endanger or even bankrupt the politically
         connected forces behind the expansion of government power. 
      

      
      The Anatomy of Legislation

      
      The fictional politics in Atlas Shrugged is pure public choice. Each piece of legislation has the following components: 
      

      
      
         	
            
            A public-interest rationale. 

            
         

         
         	
            Supportive interest groups with a hidden financial agenda. 

            
         

         
         	
            Negative consequences for the general public. 

            
         

         
      

      
      Consider the following case studies.

      
      The Anti-dog-eat-dog Rule 

      
      The National Railroad Alliance, “the better to enforce” the laws long since passed
         by the country’s legislature, imposes a ban on “destructive competition” known as
         the Anti-dog-eat-dog Rule. In concrete terms:
      

      
      
         [I]n regions declared to be restricted, no more than one railroad would be permitted
            to operate; that in such regions, seniority belonged to the oldest railroad now operating
            there, and that newcomers, who had encroached unfairly upon its territory, would suspend
            operations within nine months after being so ordered; that the Executive Board of
            the National Alliance of Railroads was empowered to decide, at its sole discretion,
            which regions were to be restricted. (77)
         

         
      

      The altruistic rationale for the rule is to prevent a shortage of transportation.
         Railroads have to stop destroying each other by competing in markets with room for
         only a single line.
      

      
      But we should not be misled by the fact that “no railroad was mentioned by name in
         the speeches that preceded the voting” (76). The real story is that Jim Taggart wants
         to put a successful new entrant—Dan Conway of the Phoenix-Durango—out of business.
         So he works out a deal with steel magnate Orren Boyle. Boyle agrees to deliver the
         necessary votes from his friends in the National Alliance of Railroads. In exchange,
         Taggart uses his Washington influence to help Boyle pass the Equalization of Opportunity
         Bill (50–51).
      

      
      Since the real goal of the Anti-dog-eat-dog Rule is to help Taggart, not the public,
         it is not surprising that its purported benefits are the reverse of the truth. Assure
         transportation? Before the rule passed, the worst-case scenario was that one of the
         two competing lines would eventually go out of business. After the rule passes, Dagny
         has to move mountains to prevent an interruption of service.
      

      
      The Equalization of Opportunity Bill

      
      The Equalization of Opportunity Bill forbids any person or corporation to own more
         than one business concern. The public-interest rationales overflow:
      

      
      
         The editorial said that at a time of dwindling production, shrinking markets and vanishing
            opportunities to make a living, it was unfair to let one man hoard several business
            enterprises, while others had none; it was destructive to let a few corner all the
            resources, leaving others no chance; competition was essential to society, and it
            was society’s duty to see that no competitor ever rose beyond the range of anybody
            who wanted to compete with him. (127)
         

         
      

      The Bill’s hidden intent, however, is to help Orren Boyle compete with Rearden Steel.
         Rearden produces his own iron ore, and Boyle has trouble finding a reliable supplier.
         Forcing Rearden to divest makes it easier for Boyle—or at least harder for Rearden—to
         get the ore. To secure the Bill’s passage, Boyle calls in a favor from Jim Taggart;
         after all, Boyle helped Taggart get the Anti-dog-eat-dog Rule. Taggart persuades Rearden’s
         Washington man, Wesley Mouch, to double-cross him. Mouch’s reward is the assistant’s
         job in the Bureau of National Planning (373).
      

      
      Needless to say, the Equalization of Opportunity Bill does not revive the economy.
         To some extent, businessmen get around the law by setting up dummy corporations, but
         this charade is the least of the damage. The main problem is that production falls
         drastically when owners who won their position in a competitive marketplace have to
         sell their companies to people who—almost by definition—have never successfully run
         a business.
      

      
      The Colorado Directives 

      
      The success of the John Galt line sparks an economic boom in Colorado. Forbidden to
         own more than one business, many ambitious businessmen actually sell their existing
         companies in order to start fresh in Colorado (257–60). In response to the Colorado
         boom, Wesley Mouch imposes a surprise package of new directives, most notably:
      

      
      
         	
            
            Maximum speed and car lengths on railroads

            
         

         
         	
            Requiring railroads “to run the same number of trains in every state of a zone composed
               of five neighboring states” (317)
            

            
         

         
         	
            Limits on steel production

            
         

         
         	
            Forbidding manufacturers to move from their present location without regulators’ permission

            
         

         
         	
            A five-year moratorium on railroad bonds

            
         

         
         	
            A five percent tax on Colorado’s gross sales to pay for administrative costs.

            
         

         
      

      
      The official reason for the directives is to deal with the “national emergency.” Colorado
         is booming while the rest of the country spirals downward, and it is only fair to
         make Colorado share the pain.
      

      
      In reality, however, these directives are a bold power play by none other than Jim
         Taggart. Dagny realizes too late that “the John Galt Line had been only a drainpipe
         that permitted Jim Taggart to make a deal and to drain [the bondholders’] wealth,
         unearned, into his pocket, in exchange for letting others drain his railroad” (318).
         The plan works:
      

      
      
         Jim boasted that this had been the most prosperous six months in Taggart history.
            Listed as profit, on the glossy pages of his report to the stockholders, was the money
            he had not earned—the subsidies for empty trains; and the money he did not own—the
            sums that should have gone to pay the interest and the retirement of Taggart bonds,
            the debt which, by the will of Wesley Mouch, he had been permitted not to pay. . .”
            You have always considered money-making as such an important virtue,” Jim had said
            to [Dagny] with an odd half-smile. “Well, it seems to me that I’m better at it than
            you are.” (333)
         

         
      

      For the large majority of the nation, however, the directives are a disaster. They
         kill the Colorado boom, even leading Ellis Wyatt to torch his own oil fields and vanish.
         Production plummets, along with hope for a more prosperous future—a Second Renaissance.
         
      

      
      Directive Number 10–289 

      
      As the economy disintegrates, Wesley Mouch calls a secret summit of the nation’s interest
         groups. As Mouch explains to his fellow luminaries:
      

      
      
         The economic condition of the country was better the year before last than it was
            last year, and last year it was better than it is at present. It’s obvious that we
            would not be able to survive another year of the same progression. Therefore, our
            sole objective must now be to hold the line . . . Freedom has been given a chance
            and has failed. Therefore, more stringent controls are necessary. (503)
         

         
      

      After some deliberation, they all assent to a package of eight radical policy changes
         known as Directive Number 10–289 (505–6). Point One makes it illegal for workers to
         quit or be fired. Point Two forbids business closings. Point Three abolishes patents
         and copyrights. Point Four prohibits the introduction of “new devices, inventions,
         products, or goods of any nature whatsoever” (505). Point Five makes it illegal for
         firms to expand or contract production relative to the Basic Year. Point Six enjoins
         everyone to spend the same amount of money they spent in the Basic Year. Point Seven
         imposes universal price controls. Point Eight makes the Unification Board the final
         arbiter and interpreter of the directive.
      

      
      The putative motive of 10–289 is “to protect the people’s security, to achieve full
         equality and total stability” (505). In the words of Eugene Lawson, the resident idealist:
         “We must not let vulgar difficulties obstruct our feeling that it’s a noble plan motivated
         solely by the public welfare. It’s for the good of the people. The people need it.
         Need comes first, so we don’t have to consider anything else” (499).
      

      
      Mr. Thompson, the Head of the State, seconds Lawson’s message but wants prettier packaging:
         “That’s the line, Wesley. Tone it down and dress it up and get your press boys to
         chant it—and you won’t have to worry” (499). 
      

      
      In fact, however, the “good of the people” is a very low priority. Several of the
         participants are openly contemptuous of altruistic rhetoric. Floyd Ferris smugly announces,
         “[T]here’s a certain old-fashioned quotation which we may safely forget: the one counting
         on the wise and the honest. We don’t have to consider them. They’re out of date” (501).
         At one point, Taggart even snaps, “If we are to perish, let’s make sure that we all
         perish together. Let’s make sure that we leave them no chance to survive!” (506).
         Labor leader Fred Kinnan, who doubles as comic relief (“Are we here to talk business
         or are we here to kid each other?”) (507) even admits, “I’m not going to say that
         I’m working for the welfare of my public, because I know I’m not. I know that I’m
         delivering the poor bastards into slavery, and that’s all there is to it” (508).
      

      
      The overarching aim of Directive Number 10–289 is to allow the members of the summit
         to retain power. Most if not all of them realize that their policies have had disastrous
         consequences for the nation, but they refuse to admit their errors and resign. So
         they impose new policies to cement their grip on the economy, whatever the damage.
         As the nation’s elite, they figure that they can prosper even if the average standard
         of living plummets. In Jim Taggart’s words: “We’ll be safe for the first time in centuries.
         Everybody will know his place and his job, and everyone else’s place and job—and we
         won’t be at the mercy of every stray crank with a new idea. Nobody will push us out
         of business or steal our markets or undersell us or make us obsolete” (510).
      

      
      Within the framework of 10–289’s radical changes, the summit is politics as usual,
         as the usual suspects squabble over the details. Union leader Fred Kinnan gets the
         upper hand with a blunt ultimatum: “[Y]ou’d better staff that Unification Board with
         my men . . . or I’ll blast your Point One to hell” (507). Given the strength of his
         bargaining position, he refuses to share power: “Who is the public? If you go by quality—then
         it ain’t you, Jim, and it ain’t Orrie Boyle. If you go by quantity—then it sure is
         me, because quantity is what I’ve got behind me” (508).
      

      
      Eugene Lawson briefly stands up for freedom of the press. Directive Four, he notes,
         prevents the publishing of any new books. Mouch argues against making exceptions,
         but Ferris wins the summit over by explaining that 10–289’s tacit censorship is one
         of its benefits:
      

      
      
         You don’t want some recalcitrant hacks to come out with treatises that will wreck
            our entire program, do you? If you breathe the word “censorship” now, they’ll all
            scream bloody murder . . . But if you leave the matter alone and make it a simple
            material issue—not a matter of ideas, but just a matter of paper, ink and printing
            presses . . . [y]ou’ll make sure make sure that nothing dangerous gets printed or
            heard—and nobody is going to fight over a material issue. (512)
         

         
      

      Lingering resistance can be defused, Ferris notes, by giving friendly intellectuals
         “moderately comfortable salaries and extremely loud titles” (513). 
      

      
      The least expected political maneuver comes, however, from Taggart. Taggart wants
         to raise railroad rates before the price controls kick in. Boyle is opposed, and at
         first, so is Mouch. But Taggart wins out by offering Mouch the information he needs
         to blackmail Rearden into signing over the patent for Rearden Metal.
      

      
      The actual effect of 10–289 is disastrous for the overwhelming majority of Americans.
         The economy falls to pieces. Riots and famine erupt. Competent people quit their jobs
         and vanish more rapidly than they did when it was legal to do so. Still, it prolongs
         the reign of those in power, and for the members of the summit, that is what counts.
      

      
      The End Game

      
      Once Directive 10–289 takes effect, special interests lose their enthusiasm for passing
         new laws. Instead, they focus on beating the system. The elite’s public-interest rhetoric
         gets more and more hysterical as its time horizon gets shorter and shorter. Gangsters
         like Cuffy Meigs, anxious only to make a quick buck before the economy collapses,
         spread like a virus through both government and business:
      

      
      
         These were the men whom official speeches described as “the progressive businessmen
            of our dynamic age,” but whom people called “the pull peddlers”—the species included
            many breeds, those of “transportation pull,” and of “steel pull” and “oil pull” and
            “wage-raise pull” and “suspended sentence pull”—men who were dynamic, who kept darting
            all over the country while no one else could move. (847)
         

         
      

      There are a few last gasps of legal wrangling, most notably the Railroad Unification
         Plan and the Steel Unification Plan. But we catch an interesting glimpse of the ruling
         elite’s last resort when Head of State Thompson confesses to Dagny:
      

      
      
         There’s one clique—the Ferris-Lawson-Meigs factions—that’s been after me for over
            a year to adopt stronger measures . . . Frankly, what they mean is: to resort to terror.
            Introduce the death penalty for civilian crimes, for critics, dissenters, and the
            like . . . Nothing will make our system work, they say, but terror. And they may be
            right, from the look of things nowadays. (1008)
         

         
      

      As expected, Dagny’s alternative—start decontrolling—falls on deaf ears. The ruling
         elite prefers mass murder to personal defeat. Yet they preach the public welfare to
         the bitter end. Thompson tells the world that Galt “has heard your pleas and has answered
         the call of our common human duty! Every man is his brother’s keeper! No man is an
         island unto himself!” (1045).
      

      
      From Fiction to Social Science

      
      The men in Ayn Rand’s sausage factory come to a bad end. Their careful machinations
         work for a while, but eventually blow up in their faces. In part, the reason is specific
         to Rand’s narrative. John Galt has secretly organized history’s first strike of the
         “men of the mind.” The interest groups that control national policy therefore repeatedly
         overestimate how much wealth they can squeeze out of the economy. 
      

      
      The effectiveness of Galt’s strike is probably the most economically implausible feature
         of Atlas Shrugged. It only works because of a miraculous correlation between productive ability and
         adherence to Randian philosophy. In the real world, Dagny and Rearden would not be
         the only “scabs.” Plenty of business and scientific geniuses sincerely embrace statist
         philosophy and/or pragmatically prefer to work with the system, despite its flaws.
      

      
      But Galt’s strike is not the only reason the system collapses. Rand also argues that
         pressure group warfare leads to disaster when it gets out of hand. Francisco explains
         the logic in his speech on money: 
      

      
      
         Such looters believe it is safe to rob defenseless men, once they’ve passed a law
            to disarm them. But their loot becomes the magnet for other looters, who get it from
            them as they got it. Then the race goes, not to the ablest at production, but to those
            most ruthless at brutality. When force is the standard, the murderer wins over the
            pickpocket. And then society vanishes, in a spread of ruins and slaughter. (390)
         

         
      

      Galt’s speech elaborates on this theme:

      
      
         You did not care to compete in terms of intelligence—you are now competing in terms
            of brutality . . . Your system is a legal civil war, where men gang up on one another
            and struggle for possession of the law, which they use as a club over rivals, till
            another gang wrests it from their clutch and clubs them with it in their turn. (989–90)
         

         
      

      Public choice has a special name for Rand’s scenario: “full rent dissipation.” The
         idea is simple. If the government has $1,000,000 to hand out, lobbyists will spend
         up to $1,000,000 to sway the legal process to get their hands on it. So begins a legal
         “arms race”; the more the government distributes, the harder interest groups fight
         to get their cut. 
      

      
      Furthermore, lobbying cannot remain unusually profitable for long, because high rewards
         attract new entry—like the ruthless Cuffy Meigs. The long-run effect is not to enrich
         the special interests, but to destroy wealth. This is a common explanation for the
         failures of India’s economy (Krueger 1974). Everything is politicized, so vast resources
         that could have been used for production instead chase after government privileges.
         So public choicers can basically buy Rand’s saga of economic collapse. They expect
         production to unravel once the whole economy is up for grabs. 
      

      
      But why does democracy put the economy up for grabs, if it is such a bad idea? Public
         choicers’ standard answer blames voters’ rational ignorance. Paying attention to politics
         has virtually no payoff for the average voter, so it is rational not to pay attention.
         The result: Few see through the smokescreen of public interest rhetoric to the sordid
         reality of the sausage factory. Even fewer realize that government intervention is
         the fuel of pressure group warfare. 
      

      
      The appeal to rational ignorance has its critics (Wittman 1995). Big problem: There
         is a difference between ignorant and gullible. If voters were really “rational ignorant”
         about politics, they would greet altruistic rhetoric with skepticism: “Wesley Mouch
         says Directive 10–289 will help the public, but I don’t have time to verify his claims,
         so I remain unconvinced.” If rational ignorance were the central weakness of democracy,
         voters could protect themselves with a simple slogan: “When in doubt, vote No.” If
         the voting public in Atlas Shrugged had followed this rule of thumb, none of the destructive legislation Rand chronicles
         would have come to pass!
      

      
      Like public choicers, Rand ultimately blames the failures of democracy on voters.
         But she targets their irrationality, not their ignorance (Caplan 2001). Voters favor
         destructive policies not out of lack of information, but intellectual dishonesty:
      

      
      
         [T]hat nameless act which all of you practice . . . the act of blanking out, the willful
            suspension of one’s consciousness, the refusal to think—not blindness, but the refusal
            to see; not ignorance, but the refusal to know. It is the act of unfocusing your mind
            and inducing an inner fog to escape the responsibility of judgment. (944)
         

         
      

      Listen to how Galt ridicules the typical voter’s view of the world:

      
      
         You propose to establish a social order based on the following tenets: that you’re
            incompetent to run your own life, but competent to run the lives of others—that you’re
            unfit to exist in freedom, but fit to become an omnipotent ruler—that you’re unable
            to earn your living by use of your own intelligence, but able to judge politicians
            and to vote them into jobs of total power over arts you have never seen, over sciences
            you have never studied, over achievements of which you have no knowledge, over the
            gigantic industries where you, by your own definition of your capacity, would be unable
            successfully to fill the job of assistant greaser. (974)
         

         
      

      If voters were plain ignorant, they would have the modesty to leave other people in
         peace. They would not eagerly support Wesley Mouch’s latest witch hunt. In practice,
         however, the man in the street combines ignorance with self-righteous dogmatism—and
         votes for politicians who pander to his folly. The ultimate source of destructive
         policy, for Rand, is grassroots neglect of the virtue of rationality: “This dismal
         wreckage, which is now your world, is the physical form of the treason you committed
         to your values, to your friends, to your defenders, to your future, to your country,
         to yourself” (984).
      

      
      At times, admittedly, Rand seems to accuse intellectuals—the “mystics of spirit” and
         the “mystics of muscle”—of ideologically seducing the public. Yet the intellectuals’
         contradictions are too blatant to make this a credible excuse. All it takes to see
         through their rhetoric is the common sense of a Fred Kinnan: “Save it for Jim Taggart,
         Doc . . . I know what I’m talking about. That’s because I never went to college” (507).
         If intellectuals brainwash the public, they brainwash it by engraved invitation.
      

      
      Rand and public choice agree that interest groups are the proximate cause of a lot
         of wealth-destroying legislation. But in my judgment, she is one step ahead of the
         standard public choice story. Atlas Shrugged makes an important contribution to social science. Yes, lobbyists enrich themselves
         at the expense of the majority, but only after the majority paves the way for the
         lobbyists by electing statist politicians. Jim Taggart hides behind altruistic rhetoric
         while he does his dirty work. But he succeeds only because much of the public refuses
         to give his flowery words the respect they deserve. Instead, like the woman at Taggart’s
         wedding, they say: “I feel it. I don’t go by my head, but by my heart. You might be
         good at logic, but you’re heartless” (392). The sausage factory is right in front
         of the voters, but they refuse to see it—or even think about what goes on inside.
         
      

      
      Note

      
      
         First published in Younkins, Ayn Rand’s Atlas Shrugged: A Philosophical and Literary Companion (Farnham, UK: Ashgate, 2007), pp. 215–24.
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      Chapter 9

      Francisco d’Anconia on Money

      
         
         
         
         Steven Horwitz

         
         A Socio-Economic Analysis

         
         
      

      
      The fiction of Ayn Rand has, perhaps, more economic content to it per page than that
         of any other novelist. This is not surprising given that her uncompromising belief
         in both the efficacy and morality of markets and capitalism is the driving force behind
         her work, especially Atlas Shrugged (1957). There are a variety of topics in political economy that one could explore
         using the novel, and several other chapters in this volume tackle some of them. Perhaps
         the most direct statement on economic matters in the novel is Francisco d’Anconia’s
         speech denouncing the view that money is the root of all evil. In a few short pages,
         Rand, through her character, raises a whole number of issues about money’s roles both
         in the marketplace and in the social order more broadly. The speech takes place about
         a third of the way through the book, and d’Anconia is a fairly typical Randian protagonist.
         The setting is a dinner party the night before the value of d’Anconia’s company will
         be wiped out by his own actions as a way to bankrupt the various villains of the novel
         who have invested in his firm. In classic Rand fashion, d’Anconia’s speech is a long
         reply to an off-the-cuff remark by another character about money being the root of
         evil, made under the assumption that everyone in the room would agree and that no
         one who disagreed would have the temerity to respond with equal or greater vigor.
         By refusing to acquiesce in the face of a claim to the moral high ground, d’Anconia
         exemplifies Rand’s notion of refusing to provide the sanction of a moral code’s victim.
      

      
      Although the overriding theme of that speech is the morality of money, both as a social
         institution and as an object of human acquisition, it also elucidates, in a very concise
         way, several fundamental aspects of the economics and sociology of money. For the
         most part, Rand is right on target with these observations, and in this chapter, I
         hope to expand on some of her insights and tie them to scholarly work in economics
         and beyond. 
      

      
      Money as a Medium of Exchange

      
      Any attempt to understand the socio-economic significance of money must begin by recognizing
         that money is, most fundamentally, nothing more or less than a generally accepted
         medium of exchange. The formulation “generally accepted medium of exchange” contains
         two elements: the social notion of being “generally accepted” and the individual intention
         captured by being a “medium of exchange.” That is, money relies both on individuals
         wanting to exchange and on using something in exchange that other individuals are
         willing to accept. It is a social convention resting on mutual trust. As Rand (1957,
         387) says through Francisco: “Money is made possible only by the men who produce.
         . . . When you accept money in payment for your effort, you do so only on the conviction
         that you will exchange it for the product of the effort of others.” In this way, money
         is the epitome of a society based on mutual exchange, whether of goods and services
         more specifically, or “value” more generally.
      

      
      Rand’s ethical code is centered around the trader as the symbol of ethical behavior
         and justice (Rand 1971). For her, all human interaction can be understood in terms
         of trade and exchange, whether it is an economic relationship or a romantic one. This
         leads naturally to seeing money in moral terms, as it is through the use of money
         that exchange not only becomes genuinely possible, but is also able to spread across
         human societies and become the dominant mode of economic discourse. Money gives to
         each individual no more or less than they deserve: “Money permits you to obtain for
         your goods and your labor that which they are worth to the men who buy them, but no
         more. Money permits no deals except those to mutual benefit by the unforced judgment
         of the traders” (1957, 388). The result of this process of exchange is that those
         who produce the most value will see their goods and services sold more and will accumulate
         more wealth as a result. That accumulation of wealth by producers will correspond
         to consumers seeing the best products emerge from the process of competition: “And
         when men live by trade—with reason, not force, as their final arbiter—it is the best
         product that wins, the best performance, the man of best judgment and highest ability—and
         the degree of a man’s productiveness is the degree of his reward. This is the code
         of existence whose tool and symbol is money” (1957, 388). Money both symbolizes and
         facilitates the behavior that exemplified Rand’s moral code.
      

      
      A further element of Rand’s view of the interplay between money’s socio-economic functions
         and its moral standing is her discussion of money as a “tool” (1957, 388). This is
         an aspect of its role as a medium of exchange. Money cannot determine which exchanges
         to make; it can only facilitate those that one wishes to make. For Rand, even though
         money epitomizes the ideal world of her moral code, it also makes possible the sorts
         of immoral behavior that she deplored.[1]   Just after Francisco’s speech concludes, he makes it known to those at the party
         that his company’s stock is about to collapse, and a near-panic ensues as the array
         of Randian villains in attendance scrambles to save the fortunes they have accumulated
         while simultaneously denouncing money as evil (1957, 397–98). The moral of that story
         for Rand is that those who attempt to acquire wealth by immoral means (e.g., working
         for monopolistic favors from the government or more directly shaking down those who
         produce) ultimately do not understand what it means to “make” money, and thus do not
         really understand money. As she says through Francisco, “money will not give [man]
         a code of values, if he’s evaded the knowledge of what to value” (388). Had they really
         understood what Francisco is saying about money, they would have long ago realized
         that there was no way he was going to continue to allow the immoral to profit from
         his productivity.[2]   In this sense, money cannot be the root of all evil. As a tool it will further
         the values of those who use it, and it is only humans who can be good or evil.
      

      
      Though Rand correctly understands money’s role as a medium of exchange, and, by implication,
         the idea that it is essentially a tool for achieving whatever values we might have,
         Francisco’s speech does blur one important distinction in places. Throughout the speech,
         Rand has Francisco moving back and forth between money considered as a social institution
         and money as a synonym for wealth. In both cases her arguments are largely right,
         but the speech does move back and forth between the two notions of money without indicating
         the difference. The arguments for why the social institution of money is not the root
         of all evil and for why possessing a great deal of money/wealth is not the root of
         all evil may well be related, but they are distinct. 
      

      
      More generally, it is important to distinguish between “money” and “wealth.” Rand
         never does so explicitly, so she moves from the argument that Americans “created the
         phrase ‘to make money,’” to saying “Americans were the first to understand that wealth
         has to be created” (1957, 391). It is clear that Rand is treating those two statements
         as equivalent, even though she never makes the explicit point that when we say “make
         money” we really mean “create wealth.”[3]   Understanding money’s role as a medium of exchange should also make it clear that
         when we trade money for goods, we are simply changing the form in which we hold wealth.
         Buying something does not reduce our wealth because we part with money; in fact, it
         increases our wealth, at least subjectively, as we are presumed to value the good
         or service more than the money we gave up. That Rand understands these issues is clear
         from the context, but a more explicit discussion of these distinctions can help shed
         new light on her already powerful insights.
      

      
      Money and Say’s Law of Markets

      
      Implicit in Francisco’s speech is an understanding of one of the most important principles
         in economics: Say’s Law of Markets.[4]   The colloquial interpretation of Say’s Law is that “supply creates its own demand.”
         However, if taken literally, that version of the law simply cannot be true. Is this
         version to be understood as saying that the mere act of supplying a good creates a
         demand for it? If so, then it is clearly false, because were it true, firms would
         never go out of business. Say’s Law must refer to something else in order to be meaningful
         in any sense.
      

      
      Another understanding of Say’s Law has to do with the aggregate supply and demand
         for goods and services. In the hands of critics such as Keynes, the law was understood
         to be saying that the aggregate demand and aggregate supply of goods and services
         could never be in disequilibrium. That is, under any and all circumstances, a capitalist
         economy would demand, in the aggregate, exactly what it had produced, in the aggregate.
         This version too seems implausible, as hundreds of years of periodic recessions and
         depressions in largely capitalist economies would attest. 
      

      
      Neither of these versions of Say’s Law gets at the meaning in the original text, however.
         What concerned Say was explaining how demand, in general, was determined. Working
         from where Adam Smith’s insight that “the division of labor is limited by the extent
         of the market” left off, Say tried to explain what would determine just how large
         a market there would be for products in general. His insight is worth quoting directly:
      

      
      
         A man who applies his labor to the investing of objects with value by the creation
            of utility of some sort, cannot expect such a value to be appreciated and paid for,
            unless where other men have the means of purchasing it. Now, of what do these means
            consist? Of other values of other products, likewise the fruits of industry, capital,
            and land. Which leads us to a conclusion that may at first sight appear paradoxical,
            namely, that it is production which opens a demand for products. (Say 1971 [1821],
            133)
         

         
      

      Say’s last line, “that it is production which opens a demand for products,” captures
         the essence of his Law of Markets: production is the source of demand. What creates
         a great market for sellers is that there are many other sellers in the same market.
         At one point in his discussion Say asks whether it is better to be a monopolist in
         a small town or one of many sellers in a large city. His answer is the latter, precisely
         because it is in the large market where there are enough other sellers who have the
         resources to purchase your wares, even if you are in competition with numerous other
         sellers. Put differently, one can only afford to demand products from other sellers
         if one has already successfully sold one’s own products. Income comes before expenditure;
         production is the source of demand. 
      

      
      Say’s Law has some implications for money that resonate with points Rand makes through
         Francisco’s speech. Given that in an economy based on monetary exchange buying and
         selling do not happen simultaneously (i.e., we sell our labor services or products,
         acquire money, then at some later point purchase what we want), there is a period
         of time during which those who have already sold their products are in possession
         of money awaiting the opportunity to purchase from another. In this way, holdings
         of money represent production that has already taken place and been deemed valuable
         by others. Rand understands this point when she says, “Those pieces of paper . . .
         are a token of honor—your claim upon the energy of the men who produce” (1957, 387).
         She later adds that “money is made—before it can be looted or mooched—by the effort
         of every honest man, each to the extent of his ability. An honest man is one who knows
         that he can’t consume more than he has produced” (1957, 387–88). 
      

      
      The notion that money is a “claim upon the energy of the men who produce” resonates
         with the “production is the source of demand” understanding of Say’s Law of Markets.
         When one is holding a stock of money, that money represents value that has been created
         for others with the implicit understanding that the holder will soon enough come calling
         for values created in return. In a properly functioning capitalist economy, money
         represents claims to future wealth.[5]   Money holders have created value already and hold “claims upon” the value created
         by other producers. The temporal separation of ultimate purchase and sale that money
         makes possible not only permits the kinds of advanced, complex exchanges that drive
         economic growth, but also imbues the holding of money with the status of a claim to
         the “energy of the men who produce.” However, as economies move away from voluntary
         exchange as the basis of human interaction and toward what Rand calls “looting” and
         “mooching,” this description of money’s role becomes progressively less accurate.
      

      
      The Debasement of Money

      
      One prominent example of how money’s role gets undermined is inflation. There are
         two steps in the process of moral and economic destruction that inflation engenders
         from a Randian perspective. First, inflation undermines the role of money as an “objective”
         standard by which human actors can determine market values. In doing so, it also undermines
         rationality and the efficacy of human choice. Second, with money’s role as an arbiter
         of market value weakened, human interaction becomes less and less a matter of voluntary
         exchange and increasingly subject to regulation and other forms of coercion. It shifts
         the social power base from those who produce and trade, to those who have a comparative
         advantage in the direct or indirect use of force. For Rand, this shift represents
         the undoing of human morality.
      

      
      In Francisco’s speech he recognizes the role of money as a “barometer of a society’s
         virtue” (1957, 390). Rand has Francisco make the two-step argument from above in the
         reverse order presented there. He begins this section of the speech with a somewhat
         apocalyptic vision of the collapse of civilization, and then suggests that we “watch
         money” for the signs of that collapse. Specifically, “when you see that trading is
         done, not by consent, but by compulsion—when you see that in order to produce, you
         need to obtain permission from men who produce nothing . . . you may know that your
         society is doomed” (1957, 390). Rand identifies the shift from monetary exchange to
         political exchange as being the evidence of the collapse of the moral code that makes
         civilization possible. When Francisco says, “When you see that money is flowing to
         those who deal, not in goods, but in favors—when you see that men get richer by graft
         and pull than by work,” he is identifying the sort of political or “crony” capitalism
         that characterizes economies in which monetary exchange has been undermined for one
         reason or another. 
      

      
      He then argues that the debasement of money is one path to that destruction: “Whenever
         destroyers appear among men, they start by destroying money, for money is men’s protection
         and the base of a moral existence” (1957, 390). Specifically, money can be destroyed
         by inflation and similar forms of devaluation. Francisco’s speech notes only one,
         which is the substitution of paper for gold. The passage (1957, 390) in full reads:
         “Destroyers seize gold and leave to its owners a counterfeit pile of paper. This kills
         all objective standards and delivers men into the arbitrary power of an arbitrary
         settler of values. Gold was an objective value, an equivalent of wealth produced.
         Paper is a mortgage on wealth that does not exist, backed by a gun aimed at those
         who are expected to produce it.”
      

      
      Although the general thrust of this argument is right, it is worth spending some time
         on the details to get a better sense of the dangers of inflation.
      

      
      The premises that gold is an “objective value” and that the substitution of paper
         for gold is, in and of itself, a significant problem are both open to criticism on
         more careful consideration. The “objectivity” of gold is nothing inherent in gold,
         but rather a statement about the need for any monetary system to have an anchor in
         something of value outside of that system itself. Historically, gold (and other precious
         metals like silver) have played this role as an anchor. That role for gold reflects
         a convergence of cultural selection processes (but not a unanimity, as things other
         than gold have served this role in other societies) on that particular precious metal
         as being both subjectively valued by actors and being sufficiently scarce to function
         as a medium of exchange. As the economist Carl Menger (1892) argued over one hundred
         years ago, a medium of exchange must emerge from the actual exchange activities of
         economic actors, so that any good serving as money must have a value of its own before
         it becomes used as money. In this sense, Rand’s observation that gold had “objective
         value” is accurate. One cannot start a monetary system literally from scratch; the
         value of the money commodity must be linked up with the value the money commodity
         had as a commodity.[6]   
      

      
      The transition from gold to paper need not be problematic in and of itself. The use
         of paper currency and checks was, historically, a matter of convenience so as to avoid
         the costs of physically exchanging gold every time trades occurred. The key was that
         the paper instruments were still redeemable in gold if the holder so desired. When
         Rand has Francisco talk about the gold being “seized,” presumably this refers to removing
         any role for gold in the monetary system. If so, then the claim that what is left
         is just a “counterfeit pile of paper” is somewhat closer to the truth. However, even
         in that case, the paper is not literally worthless. As long as people continue to
         believe that the paper can be used as a medium of exchange, it will retain some value.
         The issue that is more important than the move from gold to paper is the degree of
         discretion to change money’s quantity without regard to the demand for its services
         that any change in the monetary regime gives the producers of money.
      

      
      What the “seizing” of gold does is dramatically weaken, if not eliminate, the penalty
         to money producers who inflate the money supply. With commodity-backed money, excess
         supplies of money will eventually be returned to the producer in exchange for the
         underlying commodity (e.g., gold). In this case, the money producers face constraints
         on how much money they can produce. Without the commodity backing it, there are only
         political costs to inflating the money supply, and the political benefits of inflation
         often outweigh them. It is here where the economy is, in Francisco’s words, delivered
         into “the arbitrary power of an arbitrary setter of values” (1957, 390). When the
         money producer only faces political—as opposed to economic—costs, inflation is a likely
         result. As inflation permeates the economy, it undermines the signaling function of
         prices, thus weakening their ability to serve as “objective” measures of value. Rather
         than prices reflecting the best judgments and knowledge of traders, individual prices
         are distorted by the degree to which they are affected by the injection of the excess
         money supplies. This causes prices to change from reasonably reliable indicators of
         mutually agreed upon value to much more arbitrary and less reliable social signals.
         
      

      
      As prices lose their ability to provide knowledge to economic actors, the very rationality
         of markets begins to fall apart. From this Hayekian (1945) perspective on the role
         of prices, the rationality that capitalism makes possible is not something that is
         a psychological or even ethical feature of individual humans, but is rather a pattern
         of behavior that is made possible and induced by the structure of market prices. The
         link between money and reason is to be found here—it is money, and commodity-backed
         money at that, that makes possible exchange and therefore money prices. With money
         prices, humans are able to engage in calculative/rational behavior in the economic
         realm. Prices allow for the calculation of possible future benefits and costs as well
         as figuring the costs and benefits of past actions as a way of informing future ones.
         More generally, a well-functioning price system (i.e., one that does not suffer from
         inflation or deflation) makes possible levels of human rationality that would otherwise
         not be possible.
      

      
      With the demise of the market as an arena for rational planning and action, and exchange
         at the basis of human interaction, thanks to inflation destroying the signaling function
         of prices, humans look to other forms of interaction, such as “favors, graft, and
         pull.” On the margin, even the most well-intentioned producers will find turning to
         the political process to be more productive as inflation scrambles prices. And those
         with a comparative advantage in dealing in “favors, graft, and pull” will quickly
         move in to take advantage. Inflation’s destruction of the price system increases their
         ability to command resources and direct them in ways they value, rather than by the
         consumer/producer rationality of the market. It is not coincidental that the chapter
         containing Francisco’s speech is titled “The Aristocracy of Pull,” as that is a result
         that is made possible when money is debased through inflation or other means. In an
         otherwise unhampered market with a well-functioning money, there is no “aristocracy,”
         as only those who serve the needs of consumers gain power and influence, and for only
         as long as they produce what others want. When the means for determining which actions
         are rational are taken away—when those who are producers are blinded—it will be those
         with a comparative advantage at gaining and keeping power who benefit. That group
         can maintain its hold on power in ways that the producers cannot. However, as the
         main theme of Atlas Shrugged points out, their power ultimately rests on the sanction of the victim, namely the
         willingness of the producers to continue to produce wealth that the aristocracy of
         pull can “loot or mooch.” Through Francisco, Rand shows a keen understanding of how
         the debasement of money will undermine the rationality and morality of the marketplace,
         replacing the creators and producers with, in her words, the looters and moochers,
         and lead to the eventual demise of the market and impoverishment of all.
      

      
      “Blood, Whips and Guns—or Dollars”

      
      One of the most provocative sections of Francisco’s speech is the final paragraph,
         particularly the last three sentences: “When money ceases to be the tool by which
         men deal with one another, then men become the tools of men. Blood, whips and guns—or
         dollars. Take your choice—there is no other—and your time is running out” (1957: 391).
      

      
      The imagery is powerful here (critics would say “hyperbolic”), but the underlying
         argument is a sound one. Unpacking the argument, we can note that there are, at bottom,
         three ways in which individuals can interact with each other: coercion, verbal persuasion,
         and exchange. Although the lines that divide each from the other are sometimes hazy,
         it seems unarguable that these are three distinct modes of human action.[7]   If we want others to act in particular ways, we can either attempt to force them
         to do so, attempt to persuade them (verbally) to do so, or we can attempt to offer
         them something in exchange for them undertaking the action. If we wish to obtain a
         book from the person who possesses it, we can either club her over the head and steal
         it, try to talk her into giving it to us, or offer her money or some other good or
         service in exchange for it. The same would be true of actions that did not involve
         the movement of physical goods. Other options for human interaction in such situations
         seem nonexistent.
      

      
      To see Rand’s point, we need to understand why Francisco’s conclusion excludes (verbal)
         persuasion as one of the options. As early as The Wealth of Nations, Adam Smith (1976 [1776]) understood the reasons why exchange would come to dominate
         persuasion. In the beginning of the book, he notes that humans, like other animals,
         generally try to “fawn upon” others in order to get them to do what we wish. Through
         various forms of persuasion or sycophancy, we might try to get others to do what we
         would like them to. In addition, sometimes we might attempt to get to know a person
         well enough to be able to determine what he or she wants and provide it in an act
         of pure altruism. Conversely, we might try to let others know us well enough so that
         they will act with accurate altruism toward us. What Smith notes is that all of these
         strategies are limited when we move into the world beyond our close friends and family.
      

      
      The world of what Hayek (1973) called “The Great Society” is a world of anonymity.
         The vast majority of the people we interact with, and in some sense must interact
         with, are people we know very little about. Smith understood this over 200 years ago
         when he wrote:
      

      
      
         In civilized society [man] stands at all times in need of the co-operation and assistance
            of great multitudes, while his whole life is scarce sufficient to gain the friendship
            of a few persons. . . . But man has almost constant occasion for the help of his brethren,
            and it is in vain for him to expect it from their benevolence only. He will be more
            likely to prevail if he can interest their self-love in his favor, and show them that
            it is for their own advantage to do for him what he requires of them. . . . It is
            not from the benevolence of the butcher, the brewer, or the baker, that we expect
            our dinner, but from their regard to their own interest. We address ourselves, not
            to their humanity but to their self-love, and never talk to them of our own necessities
            but of their advantage. (Smith 1976 [1776], 18)
         

         
      

      In the anonymous order of modernity, we cannot know well enough most of the “others”
         with whom we must interact to act altruistically toward them, nor do we have the opportunities
         to engage in the face-to-face contact necessary for the sort of verbal persuasion
         that is the only other non-coercive alternative to exchange. Within the realms of
         face-to-face contact, such as the family or workplace or other intimate social groups,
         persuasion of this sort remains a viable option, as does altruism, but in the anonymous
         world of the Great Society, the choice is between coercion and exchange.[8]  
      

      
      As I argued above, for exchange to coordinate behavior beyond a very small group,
         it will have to make use of money. In any society that has reached even a minimal
         level of economic well-being, monetary exchange will be the dominant way through which
         humans move goods and services. If that society rejects money because it is “the root
         of all evil,” it is implicitly rejecting monetary exchange as this crucial form of
         human interaction. Without monetary exchange, Rand argues through Francisco, there
         is no alternative but coercion as a way to coordinate human action. One of the central
         themes of Atlas Shrugged is that all of the machinations of the “aristocracy of pull” and the exchange of
         favors it involves are but a thin veneer over the acts of coercion that ultimately
         back them up. Those who moralize against money can argue for whatever alternative
         way of solving the problems money solves that they wish, but Rand’s point is that
         all such alternatives eventually boil down to coercion: “Blood, whips and guns—or
         dollars.”
      

      
      When money is weakened as a social institution, the whole basis of the anonymous order
         of the Great Society is undermined. If money is declared to be morally evil, or debased
         through inflation, it will be less frequently used, and the various ancillary institutions
         that rely on it will be weakened as well. Contracts will be difficult to write and
         execute, the calculation of profit and loss will be difficult to impossible, and consumers
         will find it challenging to create budgets and track expenditures. Most important,
         the undermining of money will cause the destruction of the whole price system, depriving
         actors of the knowledge necessary for economic coordination. In short, as money is
         weakened, so is the market and voluntary exchange more generally. With markets less
         appealing as processes for wealth accumulation, actors will, on the margin, be more
         likely to use political means or other forms of coercion to acquire it.[9]   These forms of wealth acquisition are not, as the market is, mutually beneficial;
         rather, they are zero-sum at best. The use of “blood, whips and guns” rather than
         dollars is not only morally problematic but also destructive of economic well-being.
         Of course, we normally do not equate “political means” with “blood, whips and guns”
         in democracies, but Rand’s point was that even in democracies, political power ultimately
         rests on coercion.
      

      
      Conclusion

      
      The enduring popularity of Atlas Shrugged is as much a result of Rand’s shrewd insights on politics and culture as anything
         else. Her ability to understand human motivation and behavior has made it into a moral
         guide along the lines of something like a “secular Bible.” But beyond those observations
         about human behavior and the moral context in which they sit, Rand had a solid understanding
         of the operation of social and economic institutions. In numerous places in the novel,
         the plot turns on interpretations of events that demonstrate Rand’s knowledge of political
         and economic theory and history. Francisco d’Anconia’s speech on money as the root
         of all evil is an excellent example of this point. As I have argued, Rand packed a
         large number of important insights about money into a few short pages of prose. Unpacking
         those insights reveals the depth and breadth of Rand’s insights. Atlas Shrugged remains not just a great philosophical novel, but a great social-scientific one as
         well.
      

      
      Notes

      
      
         First published in Younkins, Ayn Rand’s Atlas Shrugged: A Philosophical and Literary Companion (Farnham, UK: Ashgate, 2007), pp. 225–36.
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            1. In this way, money is much like language and other similar social institutions. On
                  the parallels between money and language, see Horwitz (1992).
               

            

         

         
            2. This is one of several examples in the book of “Atlas shrugging.”

            

         

         
            3. After all, counterfeiters could also be described, literally, as “making money,” as
                  could the U.S. Treasury. Again, Rand’s meaning here is clear, but for some purposes
                  of more technical economic analysis, it is vitally important to distinguish between
                  money and wealth, and to recognize that one can be quite wealthy without having a
                  large holding of money.
               

            

         

         
            4. Complementary scholarly discussions of this issue can be found in Horwitz (2003a),
                  Sechrest (1993), and Hutt (1974).
               

            

         

         
            5. The next section will explain the need for modifying “capitalist economy” with “properly
                  functioning” in this context.
               

            

         

         
            6. This is the result that is known as the “regression theorem” and was first and most
                  clearly articulated by Ludwig von Mises in his 1912 book The Theory of Money and Credit (1980 [1912]). The argument is really an extension, though a crucial one, of Menger’s
                  insight that a medium of exchange must start as an object of exchange itself.
               

            

         

         
            7. Even so, there is a line of argument that dates back to Adam Smith that sees exchange
                  as a form of persuasion. More on this argument will follow.
               

            

         

         
            8. For a discussion of the relationship between Rand and Hayek on these issues of the
                  differences between intimate groups and the anonymous Great Society, see Horwitz (2005).
               

            

         

         
            9. See Horwitz (2003b) for a more thorough discussion of this point in the context of
                  the costs of inflation.
               

            

         

      

   
      Chapter 10

      Business in Ayn Rand’s Atlas Shrugged

      
         
         
         
         Edward W. Younkins

         
         
      

      
      Atlas Shrugged is very much a novel about business and the individuals located in the world of business.
         Businesspeople have always been among Atlas Shrugged’s most ardent admirers. They are thrilled to find a novel that understands, respects,
         and recognizes the value of what they do. In Atlas Shrugged, Rand clearly celebrates businesses from the industrial era (such as railroads, steel
         mills, and coal mines) that were dominant in America during her lifetime. In addition
         to championing industrial processes and producers in the novel, she also embraces
         the potential of future new technologies, such as Galt’s motor, which would supply
         “the cleanest, swiftest, cheapest means of motion ever devised” (Rand 1957, 289).
         
      

      
      Instead of heavy industries, today’s leading-edge companies and emerging technologies
         include: software and information technology, biotechnology, logistics, social networks,
         telecommunications, photonics, nanotechnology, and so on. Despite this, the fundamental
         principles and virtues for business success in today’s industries are the same as
         the ones illustrated in Atlas Shrugged. Readers can learn these from Rand’s business heroes and learn what not to do from
         her business villains. In Atlas Shrugged, Rand provides crucial insights into business and especially the connections between
         business and the virtues. 
      

      
      The purpose of this chapter is to provide a description of Rand’s treatment of business
         and businesspeople in Atlas Shrugged. The first section of this chapter discusses how this novel illustrates that wealth
         and profit are products of the human mind and that they are created by adding value
         to the world through the production of desirable and needed products and services.
         The following section compares, at a general level, the worldviews, motivations, strategies,
         and tactics of the business heroes and villains in Atlas Shrugged. The next part takes a detailed look at the novel’s main producer-protagonists, Dagny
         Taggart and Hank Rearden. This is followed by a section that provides snapshot portraits
         of other Atlas Shrugged characters embedded in the business world. The last part of this chapter is devoted
         to a discussion of how Atlas Shrugged is being used in college and university business courses. 
      

      
      Wealth Creation, Profit, and the 
Motive Power of the Human Mind
      

      
      Wealth, in the form of goods and services, is created when individuals recombine and
         rearrange the potential resources that comprise the world. Something does not become
         a resource until its possible uses are discovered and developed. Wealth increases
         when someone conceives of and produces a more valuable configuration of the earth’s
         substances. Although abeyant resources or raw materials are finite, the human mind,
         through ingenuity and creativity, is able to continually increase the wealth of the
         world (Simon 1996). Profits are a person’s reward for wealth creation. The core of
         business is wealth creation through the offering of desirable goods and services.
         
      

      
      Entrepreneurs create wealth by offering what is perceived to be a more valuable combination
         of resources than the combination that previously existed. Profits are an entrepreneur’s
         reward for increasing the wealth of individuals in society. The entrepreneur does
         not profit at the expense of others. Rather, he gains because the product of his actions
         is judged to be worth more than what existed before his undertaking. Atlas Shrugged portrays wealth creators as able, rational, and visionary individuals who pursue their
         goals persistently in the face of obstacles and adversities. 
      

      
      In the Valley, Ellis Wyatt says to Dagny: 

      
      
         What’s wealth but the means of expanding one’s life? There’s two ways one can do it:
            either by producing more or by producing it faster. And that’s what I’m doing: I’m
            manufacturing time. . . . I’m producing everything I need. I’m working to improve
            my methods, and every hour I save is an hour added to my life. . . . That’s the savings
            account I’m hoarding. . . . Wealth, Dagny? What greater wealth is there than to own
            your own life and to spend it on growing? (Rand 1957, 721–22)
         

         
      

      To be successful, entrepreneurs must objectively perceive reality and rationally process
         and evaluate information. They must detect information gaps between consumer wants
         and needs and the potential of a new but as yet undeveloped product or service to
         meet those wants and needs. They must anticipate new markets and consumers’ future
         wants and needs, learn from competitors’ successes and failures, accumulate capital
         for their projects, acquire the needed resources, coordinate numerous activities and
         employee skills, and take risks by trading present and known values for resources
         that only promise a potential future value. Profit is payment for the entrepreneur’s
         thought, vision, initiative, determination, efficiency, risk-taking, and effectiveness.
         
      

      
      Atlas Shrugged illustrates that the profit-and-loss system in a voluntaristic society is just and
         moral. A person’s wealth under capitalism depends upon his productive achievements
         and the choice of others to recognize them. When pursuing profits, one must appeal
         to the interests of others. Profits indicate that a businessperson has pleased his
         fellow consumers by using resources to produce a product or render a service at costs
         below the value that people place upon the product or service. The firm making profits
         is using resources in a manner that satisfies what people want and need. Losses indicate
         that a businessperson has failed to deal with his fellow consumers efficiently. 
      

      
      This exchange takes place at a press conference when Hank Rearden is asked about his
         profit motive for building the John Galt Line with Rearden Metal. Rearden states:
         
      

      
      
         Inasmuch as the formula of Rearden Metal is my own personal secret, and in view of
            the fact that the Metal costs much less to produce than you boys can imagine, I expect
            to skin the public to the tune of twenty-five per cent in the next few years. 
         

         
“What do you mean, skin the public, Mr. Rearden?” asked the boy. “If it’s true, as
            I’ve read in your ads, that your Metal will last three times longer than any other
            and at half the price, wouldn’t the public be getting a bargain?”
         

         
“Oh, have you noticed that?” said Rearden. (235)

         
      

      In Discovery, Capitalism, and Distributive Justice (1989), Israel Kirzner explains that before a profit opportunity is discovered it
         cannot be said to have existed in any economically intelligible and meaningful sense.
         The discoverer, who creates an opportunity and brings something into existence, is
         justly entitled to it. The discovery of the possibility that a certain act would be
         worthwhile actually created the opportunity’s existence. It follows that the discovering
         entrepreneur is entitled to the profit he has created. The following exchange between
         James Taggart and Cherryl Brooks reflects this insight. Jim says: 
      

      
      
         Rearden. He didn’t invent smelting and chemistry and air compression. He couldn’t
            have invented his Metal but for thousands and thousands of other people. His Metal! 
         

         
Why does he think that it’s his? Why does he think that it’s his invention? Everybody
            uses the work of everybody else. Nobody ever invents anything. (Rand 1957, 262)
         

         
      

      
      The puzzled Cherryl responds:

      
      
         But the iron ore and all those other things were there all the time. Why didn’t anybody
            else make that Metal, but Mr. Rearden did? (262)
         

         
      

      When Eugene Lawson, past president of the Community National Board of Madison, boasts
         that he has never made a profit in his entire life, Dagny solemnly responds: “Mr.
         Lawson, I think that I should let you know that of all the statements a man can make,
         that is the one I consider most despicable” (313). 
      

      
      Hank Rearden tells the judge at his trial: 

      
      
         I work for nothing but my own profit—which I make by selling a product they need to
            men who are willing and able to buy it. I do not produce it for their benefit at the
            expense of mine, and they do not buy it for my benefit at the expense of theirs; I
            do not sacrifice my interests to them nor do they sacrifice theirs to me; we deal
            as equals by mutual consent to mutual advantage—and I am proud of every penny that
            I have earned in this manner. (480)
         

         
      

      Rand illustrates in Atlas Shrugged that the mind is the root cause of wealth and profit. It is the skilled thinkers and
         doers who create and maintain wealth and promote prosperity. Even inherited wealth
         requires entrepreneurship for it to be retained. In Atlas   Shrugged the passionate and productive prime movers include Hank Rearden, Dagny Taggart, Ken
         Danagger, Ellis Wyatt, Midas Mulligan, Dan Conway, and Andrew Stockton, among others.
      

      
      For example, Hank Rearden has the vision to foresee the possible future value, uses,
         and benefits of a new metal alloy that will take him ten years to invent and bring
         to market. He wants to make real his dream of developing a revolutionary metal that
         is stronger and lighter than steel. He is well prepared and motivated to take on this
         pursuit. Beginning as a teenager, Rearden held various jobs in steel-related businesses.
         Eventually, he owned and operated ore, coal, limestone, and steel businesses. Not
         only does Rearden Metal enable Hank to earn his desired profits, its use in railroad
         tracks enables the John Galt Line to earn more profits by running faster and hauling
         more freight at lower costs to Colorado’s industrial shippers, who themselves, as
         a result, also earn greater amounts of income. These industrialists are able to expand
         their operations, purchase more resources, hire more employees, build more products
         that benefit their customers, and make greater profits—the rewards for wealth creation.
         
      

      
      Bradley (2011) has commented that energy is at the center of business life in Atlas Shrugged. To begin with, there are John Galt’s revolutionary motor, Ellis Wyatt’s oil fields,
         Ken Danagger’s coal mines, Taggart Transcontinental and the Phoenix-Durango’s railroads,
         Hammond and Nielson’s automobile factories, Roger Marsh’s electrical appliance company,
         Andrew Stockton’s foundry, Dwight Sanders’s airplane factory, and so on. In addition,
         the book portrays an energy planning agency (i.e., the Bureau of Economic Planning
         and Control), government intervention with energy, oil shortages, gasoline shortages,
         electricity blackouts, energy rationing, conservation edicts, an Industrial Efficiency
         Award, public utility regulation, common carrier regulation, etc. 
      

      
      In discussing the importance of locomotives, Eddie Willers says to John Galt, who
         is disguised as a railroad worker: “Motive power—you can’t imagine how important that
         is. That’s the heart of everything . . . What are you smiling at?” (Rand 1957, 63).
         The next paragraph, which begins a new chapter, reads: “Motive power—thought Dagny,
         looking up at the Taggart Building in the twilight—was its first need; motive power,
         to keep that building standing, to keep it immovable. It did not rest on piles driven
         into granite; it rested on the engines that rolled across a continent” (64).
      

      
      Entering the motor room of the locomotive during the initial run of the John Galt
         Line, Dagny contemplates what the engines depend upon: 
      

      
      
         They are alive she thought, because they are the physical shape of the action of a living power—of
            the mind that had been able to grasp the whole of this complexity, to set its purpose,
            to give it form. For an instant, it seemed to her that the motors were transparent
            and she was seeing the net of their nervous system. It was a net of connections, more
            intricate, more crucial than all of their wires and circuits: the rational connections
            made by that human mind which had fashioned any one part of them for the first time.
            
         

         
They are alive, she thought, their soul operates them by remote control. Their soul
            is in every man who has the capacity to equal this achievement. Should the soul vanish
            from the earth, the motors would stop because that is the power which kept them going—the power of a living mind—the power of thought
            and choice and purpose. (246)
         

         
      

      Through her characters, Rand illustrates that human reason, insight, choice, creativity,
         and motivated action are the keys to productivity and wealth creation. Human beings
         have the intelligence to discern new possibilities, to discover the earth’s productive
         potential, and to realize their creative insights through their persistent efforts.
         
      

      
      Producers vs. Looters: A Conflict of Visions

      
      Not only is Atlas Shrugged a novel about philosophy, politics, and economics, it is also very much a novel about
         business and businesspeople. Not only does much of its action take place in commercial
         settings, many of its protagonists and antagonists are situated in business establishments.[1]   While many of the novel’s heroes run businesses, a number of its villains also
         do. Of course, Rand distinctly differentiates between businesspersons and those who
         merely are referred to as such because they are associated with a business. Not every
         person who is referred to as a businessperson is an authentic businessperson. Many
         of the inauthentic businesspeople do not understand that reality is an absolute and
         that rationality is needed to deal with reality.[2]   
      

      
      At a general level, we have the producers and the looters. Atlas Shrugged follows the effects of the battle of the thinkers and producers versus the predators
         and parasites across the entire economy and over a long period of time. The clash
         is between those who do business by voluntary trade and profit through their initiative
         and productive ability and those who operate through force and fraud and “profit”
         by means of political power. 
      

      
      Atlas Shrugged illustrates that business qua business serves those who wish to trade and does not make use of coercion. When a
         failed or faltering business is rescued by a government handout, it is no longer a
         genuine business. Likewise, when businesspersons obtain results outside the market
         framework by receiving special privileges granted by the government, they forfeit
         their status as legitimate businesspersons. These special privileges include bailouts,
         price supports, subsidized loans, trade protection, resource privileges, grants of
         monopoly, etc. 
      

      
      The thinkers and doers are rationally purposeful; are dedicated to their work; achieve
         their goals through their initiative, thought, and action; concentrate on continual
         improvement, innovation, and on earning their profits; understand that earned wealth
         is the effect of an entrepreneur’s moral status; and despise mediocrity and collectivism. Atlas Shrugged makes clear that, because life requires the production of values, legitimate entrepreneurial
         actions are morally proper. Rand’s heroes flourish and find happiness in producing
         what others value.[3]  
      

      
      In contrast, the looters attack reason, are reactive to outside forces, advocate the
         morality of altruism, profit by dealing with dishonest politicians, avoid rationality
         and productivity by utilizing pressure groups and political pull to exploit the wealth
         created by the prime movers, and wrongly believe that they will gain moral status
         and self-esteem through such expropriation. The looter businessmen fear genuine competition
         and surrender their independence, resourcefulness, and creativity for the protection
         of government regulation. These crony capitalists gain their results outside the marketplace
         by running to the government for special privileges that protect them from open competition.
         They tend to be supporters of government planning, spending, regulation, and redistribution.
         
      

      
      Both the producers and the looters want to obtain money, but there is a critical difference
         between their methods for doing so. The prime movers make money by creating products
         and offering services that their customers need and want to make their lives better.
         The looters’ goal is to gain money, the result of production, via government force
         and/or altruism. They believe that money is meaningful no matter how it is obtained.
         The non-creators are content with money acquired through corruption, dishonesty, backhanded
         deals, and altruism. 
      

      
      An example of crony capitalism or crony statism in Atlas Shrugged is the arrangement between James Taggart and Orren Boyle through which the “Anti-dog-eat-dog
         rule” and the “Equalization of Opportunity Bill” come about. Taggart employs Boyle
         to use his connections to get the National Alliance of Railroads to adopt the Anti-dog-eat-dog
         rule to destroy Taggart’s chief competitor in Colorado, Dan Conway’s outstanding Phoenix-Durango
         Railroad. In return, Boyle gets Taggart to use his political connections in Washington
         to divest Hank Rearden of his ore mines through the passage of the Equalization of
         Opportunity Bill. Rearden is forced to give up his iron and coal businesses in order
         to provide business opportunities for his struggling competitors. Ideas such as “social
         responsibility” and “public interest” are used to sell the propriety of both of these
         decrees to the public. Many businesspeople in the real world operate in the same manner
         as rent-seekers James Taggart and Orren Boyle, running to their political connections
         rather than being productive, efficient, and innovative. 
      

      
      Dagny is angry and disgusted at the unethical and undeserved liquidation of Dan Conway’s
         Phoenix-Durango Railroad through a vote of the members of the National Alliance of
         Railroads. Unlike her brother, she would never consider making money through the unjust
         destruction of a competitor. She runs to Conway and urges him to fight them, but he
         declines. The only way that she would like to put the Phoenix-Durango out of business
         is through honest competition, by providing the best railroad service in Colorado.
         
      

      
      While in Galt’s Gulch, composer Richard Halley tells Dagny that legitimate entrepreneurs
         are examples of a human being’s highest creative spirit: 
      

      
      
         Whether it’s a symphony or a coal mine, all work is an act of creating and comes from
            the same source: from an inviolate capacity to see through one’s own eyes—which means:
            the capacity to see, to connect and to make what had not been seen, connected, and
            made before. That shiny vision which they talk about as belonging to the authors of
            symphonies and novels—what do they think is the driving faculty of men who discover
            how to use oil, how to run a mine, how to build an electric motor? That sacred fire
            which is said to burn within musicians and poets—what do they suppose moves an industrialist
            to defy the whole world for the sake of his new metal, as the inventors of the airplane,
            the builders of the railroads, the discoverers of new germs or new continents have
            done through all the ages? (782–83)
         

         
      

      In his speech, John Galt discusses the nature of authentic businesspeople: 

      
      
         I have called out on strike the kind of martyrs who had never deserted you before.
            I have given them the weapon they had lacked, the knowledge of their own moral value.
            I have taught them that the world is ours, whenever we choose to claim it, by virtue
            and grace of the fact that ours is the Morality of Life. They, the great victims who
            had produced are the wonder of humanity’s brief summer, they, the industrialists,
            the conquerors of matter, had not discovered the nature of their right. They had known
            that theirs was the power. I taught them that theirs was the glory. (1051)
         

         
      

      In his “Money Speech,” Francisco states: 

      
      
         To the glory of mankind there was, for the first and only time in history, a country of money—and I have no higher, more reverent tribute to pay to America, for this means: a
            country of reason, justice, freedom, production, achievement. For the first time,
            man’s mind and money were set free, and there were no fortunes-by-conquest, but only
            fortunes by work, and instead of swordsmen and slaves, there appeared the real maker
            of wealth, the greatest worker, the highest type of human being—this self-made man—the
            American industrialist. (414)
         

         
      

      Atlas Shrugged offers profound insights regarding the virtues that lead to morality and success
         in business. A case can be made that virtues should serve as a foundation for achieving
         a firm’s goals, values, and purposes. Virtues, as rational moral principles, need
         to be integrated with a company’s vision, culture, and climate. Rand’s novel demonstrates
         the presence or the absence of these principles in the lives of the various characters.
         They include rationality, honesty, justice, independence, integrity, productiveness,
         and pride.[4]  
      

      
      Morality in business entails objectively recognizing individual rights by treating
         customers, employees, creditors, shareholders, and others as autonomous rational individuals
         with their specific goals and desires. Justice is the virtue of granting to each individual
         that which he objectively deserves. A virtuous businessperson must make certain that
         customers get what they pay for and needs to hire the most talented employees and
         reward them for what they achieve. In addition, specific contractual agreements with
         creditors and others must be respected. Also, managers are the employees of the stockholders
         and have a contractual, fiduciary, and moral responsibility to fulfill their wishes.
         They have the obligation to use the shareholders’ money for specifically authorized
         projects that are in the shareholder’s interest. In Atlas Shrugged, the business protagonists are just in their business relations with their actual
         and potential employees, suppliers, business partners, customers, competitors, and
         other parties. They discriminate based only on performance, ability, and character.
         
      

      
      The notion advanced by the looters in Atlas Shrugged that the producers should have a social conscience and an obligation to produce for
         society is similar to today’s expectation that businesses have a social responsibility.
         At his trial, Hank Rearden goes out of his way not to apologize for his income and
         his wealth. He recognizes that a firm’s social responsibility is to respect the natural
         rights of individuals while earning profits for the owners of a business. There is
         no special morality for businesses. The pursuit and earning of profit does not require
         moral absolution through social responsibility. There is no justified reason for an
         honest entrepreneur to be ashamed of his profession, to feel guilty about his earnings,
         or to think that he needs to “give back” in order to earn respect. 
      

      
      Atlas Shrugged demonstrates that production metaphysically precedes consumption and that productiveness
         is a virtue. We must produce before we can consume. It is production that originates
         demand for other products and services. Rationality and self-interest are prerequisites
         of production. A legitimate entrepreneur’s actions are morally proper because life
         requires the production of values. The self-actualizing rational producer in Atlas Shrugged is the visible hand in markets. It is businesspeople, entrepreneurs, and industrialists
         who are prime movers in the economy. In Atlas Shrugged, Hank Rearden is the exemplar of a virtuous and productive businessman. 
      

      
      The Primary Producer-Protagonists: 
Dagny Taggart and Hank Rearden
      

      
      Achiever and creator, Dagny Taggart, the intellectual equal of Ayn Rand’s male heroes,
         is perhaps the strongest female protagonist in Western literature. Free of inner conflict,
         she is passionately creative and comfortable with respect to her fundamental relationship
         to existence. She is a model of synthesis, unity, and mind-body integration. Dagny
         personifies the values of independence, individualism, purpose, and self-actualization.
         
      

      
      Dagny is an engineer and the operating vice president of a transcontinental railroad
         who deals with every industry and every policy of the looters. Because of her integrating
         context, she has contact with every industry, thus permitting the reader to see the
         total scope of modern industrial civilization. 
      

      
      Dagny, like Hank Rearden, is a self-initiator who goes by her own judgments and is
         the motive power of her own happiness. Unlike Rearden, she does not feel guilty for
         her achievements. Dagny is a purposeful, strong, and passionately creative embodiment
         of mind-body unity. She understands that the world lives because of the work of the
         prime movers and then hates them for it. The parasites both need the creators and
         despise them at the same time. They desire to exploit the creators and then make them
         take blame for their actions. Dagny realizes that it is because producers are concerned
         with nature and reason that they are able to create within the reality of an objective
         and knowable universe. According to Dagny, “the sight of an achievement was the greatest
         gift a human being could offer to others” (237). She knows that material production
         is an expression of man’s highest aspect and defining characteristic—his reasoning
         and creative mind. It is the mind that enables individuals to deal with physical reality.
         Dagny recognizes that the creators are wrongly expected by many people to feel guilty
         for their virtues. Of course, the creators are guilty only of not claiming their moral
         value and virtues. Dagny chooses romantic partners who affirm her positive sense of
         life, which involves the integration of values, including love and sex. She understands
         that love is an emotional response, as are friendship and admiration, when one encounters
         a person who embodies his or her values. 
      

      
      Dagny’s romances with Francisco, Rearden, and Galt exemplify what a relationship between
         two integrated and self-actualized persons can be. Her relationships illustrate that
         sex is the supreme form of admiration of one human being for another and that the
         values of one’s mind are connected to the actions of one’s body. 
      

      
      Although Dagny is a paragon of mind-body integration, she does not fully understand
         the world’s situation and is conflicted because of this lack of knowledge. Salmieri
         (2007)[5]   notes that Dagny thinks the strikers are “giving up.” Although she realizes that
         it is wrong to live and work under the rule of the looters, she also believes that
         it is immoral and dishonorable to surrender the world to them. She views quitting
         as a form of resignation or capitulation. Dagny does not want to give up Taggart Transcontinental
         but does not realize that by staying in the world, she is giving the looters the means
         to enslave her. By remaining in the world, she is sanctioning her enemies’ moral code.
         Her willingness to continue to fight the looters in the world indicates that she does
         not completely understand the full value of herself and of the other producers. Dagny
         also does not totally comprehend that it is at root a battle of very different philosophical
         premises. 
      

      
      At one point in the novel, Dagny is on a “mini-strike” of herself when Directive 10–289
         is passed. The Taggart Tunnel Disaster is an effect of this directive and of Dagny’s
         absence. She is not there to advise regarding the situation. The disaster is the effect
         of the mind’s absence and thus concretizes the novel’s theme of the importance of
         the mind in human existence. 
      

      
      Salmieri explains that for most of the story Dagny wrongly believes that the looters
         love their lives and that they want to live. We could say that she is on the “wrong
         track.” She thinks that she can make them see the truth and that she can win the battle.
         Dagny does not want to abandon the greatness of the world of the producers. Throughout
         Part Three of the novel she progressively comes to realize that the irrational looters
         are indifferent, purposeless, and do not value their lives. This begins to become
         apparent to her when she meets with Mr. Thompson and the other looter-politicians.
         At that point, she is on the verge of understanding that the strike is required by
         the nature of existence and is thus the embodiment of rational egoism. She and the
         other heroes will ultimately realize that the looters’ irrational doctrines are not
         errors of knowledge but instead are conscious breaches of morality. 
      

      
      Through most of the novel, Dagny believes she is right to go on in a world that she
         does not fully understand, that is somehow stopping her from achieving her values.
         She needed to check her premises. She did not comprehend that Taggart Transcontinental
         and other great enterprises are only values in a certain context and that the required
         context of freedom no longer existed in the looters’ world. She ultimately realizes
         that the looters do not value her products or those of the other producers. By the
         end of the story, she understands what motivates the looters. At the close of the
         novel she understands the contradictions in her principles and the need to go on strike.
         She realizes that there is no chance of winning by staying in the world of the looters.
         Dagny recognizes that justice cannot be attained by submitting to injustice. 
      

      
      Dagny has a fuller and more explicit conception of morality than Rearden does and
         is more morally consistent than he is. Her error is that she does not fully understand
         the looters’ moral code and motives. Although she sees Rearden’s moral error, she
         is blind to her own. She understands that the looters’ policies have the effect of
         keeping the men of the mind from functioning at their best, but she does not grasp
         that such obstruction is, in fact, their intention. This is an intention that they
         desire to hide even from themselves. It is inconceivable to Dagny that the looters
         actually want to destroy the creators. Their motive becomes fully clear to her when
         they want to torture and/or kill Galt rather than switch course and rescue themselves.
         It becomes apparent to her that she must quit when she realizes that the looters do
         not desire to live and that they are motivated by hatred for Galt and the other prime
         movers, for themselves, and for existence. Prior to this point she believed that the
         looters would eventually comprehend the uselessness of their policies and would concede.
         Because she thought that they were rational and that they wanted to live, she fought
         to save Taggart Transcontinental and to force the looters to give up (Wright 2007).[6]  
      

      
      Hank Rearden is a great industrialist who, despite accepting the mind-body dichotomy,
         is the primary human instantiation of Atlas in Atlas Shrugged. He is a master of reality whose erroneous surface ideas do not corrupt his essential
         character and subconscious in terms of his psycho-epistemology. Although Rearden’s
         words and ideas sanction an unearned guilt, his actions belie his words. Down deep
         he does not believe the notion of the mind-body split. His error is the inconsistent
         application of rational principles in different aspects of his life. 
      

      
      Rearden is a self-made man who is devoted to productive work and achievement. In the
         beginning of the novel his existence is schizophrenic and compartmentalized with a
         most satisfying work life and a bad family life. Hank works passionately and enthusiastically
         and then feels guilty about it. 
      

      
      His family members, especially his nihilist wife Lillian, desire to destroy his greatness
         and do all they can to make him feel guilty for his productivity, work ethic, and
         rational achievement. As a result, Rearden feels a guilty sense of obligation toward
         his family and attempts to atone, in an altruistic sense, to their many accusations.
         
      

      
      Hank and the other industrialists are the worst victims of the conventionally accepted
         altruist-collectivist philosophy. It is the mistaken sanction by the men of ability
         that paves the way for the parasites and statist looters who want the creators to
         produce for the world and then to suffer for doing so. A moral code based on altruism
         and the idea of a mind-body split holds the creators guilty because of their greatest
         virtues. This moral code is used as a weapon against Rearden, who does penance by
         sentencing himself to many years of selfless service to his family and to the looters.
         Once Rearden and the other producers gain an understanding of the looters’ evil and
         of the importance of their own morality, they will attain the sense that life is about
         accomplishment and joy rather than about suffering and disaster. 
      

      
      Not only is he a constant victim of the looters, his relatives, and his associates,
         Hank also views his passion for Dagny Taggart as animalistic and degrading. When Rearden
         finds himself desiring Dagny, his split-self experiences a meltdown. Riddled with
         guilt, Hank is worried about his wife and his lack of virtue. He considers his forced
         love for his wife to be virtuous and thinks that his authentic love for Dagny is wrong
         and a guilty pleasure. Early in the novel, Hank has concluded that sex is purely physical,
         degrading, lustful, sinful, and of no spiritual meaning. Although Rearden himself
         is a very sexual being, he regards sex as a lower bodily urge. 
      

      
      For a great part of the novel, Rearden experiences an internal civil war between the
         principles of the creators in his work and the principles of the looters and moochers
         in the rest of his life. Hank desperately needs to import to his personal life the
         same principles that he uses in his productive life. It is under the tutelage of Francisco
         and Dagny that Rearden slowly awakens to the truth, understands the motives of the
         looters and of his family, and realizes his own virtues and values. They assist Hank
         in integrating his productivity and sexual desire with each other and with his self-worth.
         
      

      
      Salmieri explains that throughout the novel Rearden comprehends more deeply and progressively
         the causes of, and interrelationships between, the various problems he faces in his
         personal life and work life. The story of his liberation from guilt is one in which
         many strands and threads of his new realizations are woven together. For example,
         he sees the connection between the guilt surrounding the sale of Rearden Metal to
         Ken Danagger and the guilt associated with his affair with Dagny. Throughout the novel,
         the connection between economics and romance becomes ever more explicit. By the end
         of the story he understands the evil of the idea of the mind-body dichotomy. Rearden’s
         discussion with Francisco at James and Cherryl’s wedding reception aids in Rearden’s
         liberation from guilt. Francisco introduces a more philosophical perspective to Rearden
         and to the readers when he tells Rearden that he is willing to bear too much suffering.
         This talk gives Rearden a moral sanction and leads him to realize that he has been
         guilty in accepting a wrong moral code and of giving the looters and his family a
         moral sanction based on that wrong code of morality. He comes to understand that he
         should not accept condemnation from a false moral code. Rearden learns from Francisco
         that the guilt is his own because he has been willing to bear punishment for what
         were really his virtues. Hank voices at his trial what he has learned: 
      

      
      
         I am earning my own living, as every honest man must. I refuse to accept as guilt
            the fact of my own existence and the fact that I must work in order to support it.
            I refuse to accept as guilt the fact that I am able to do it and do it well. I refuse
            to accept as guilt the fact that I am able to do it better than most people—the fact
            that my work is of greater value than the work of my neighbors and that more men are
            willing to pay me. I refuse to apologize for my ability—I refuse to apologize for
            my success—I refuse to apologize for my money. (Rand 1957, 480) 
         

         
      

      
      Through much of the novel, Rearden needs to absolve himself of his unearned and undeserved
         moral guilt that damaged his moral estimate of himself and of his capability for self-esteem.
         He needed to attain a belief in his own morality and in his right to self-esteem.
         His limited tacit approval of the ethics of altruism was behind his failure to comprehend
         the role and existence of moral values and ideals in his life (Wright 2007). 
      

      
      Hank Rearden’s decision to go on strike takes a long time to develop. Until his discussion
         with Tinky Holloway and the other looters regarding the proposed Steel Unification
         Plan, Rearden had thought that the looters would ultimately be rational. During this
         encounter the looters make irrational claims on Rearden to produce for them. Under
         the Steel Unification Plan, Rearden will go bankrupt no matter what his output happens
         to be and Orren Boyle’s Associated Steel will receive the majority of Rearden’s profits.
         After the confrontation, Rearden drives back to his mills, happens upon the dying
         Wet Nurse, is saved by Francisco (disguised as worker “Frank Adams”), and listens
         to Galt’s logic as delivered to him by Francisco. In the next chapter, “The Concerto
         of Deliverance,” Rearden disappears to Mulligan’s Valley. Now seeing the truth, he
         recognizes that he must give up the world in order to save it. 
      

      
      By understanding morality and himself in terms of the metaphysical principle of mind-body
         integration, Hank is freed from the self-sacrifice ethics that underpin his servitude.
         It is Rearden’s inner conflict that drives the plot, and it is his liberation from
         his mistaken premises and ultimate conscious acceptance of his subconscious Objectivist
         premises that resolve the conflict. In the end, he no longer feels guilty for his
         greatest virtues. 
      

      
      Wright (2007) explains that Dagny and Rearden’s misjudgment is that they consider
         evil to be powerless and view the looters’ policies as self-defeating. They do not
         understand for much of the story that these are impotent unless they are empowered
         by the good (i.e., by themselves and the other creators). It is only the producers’
         toleration and tacit acceptance of the looters’ moral code that makes the devastating
         results possible. The producers had allowed their enemies to write the moral code.
         Before Dagny and Rearden can effectively battle their enemies, they must come to understand
         how they are complicit in their own victimization. Irrational (i.e., evil) people
         and their schemes can only succeed if they are helped and supported by rational (i.e.,
         good) individuals. Actually, Rearden accepts this conflict only in his personal life,
         and Dagny does not accept it at all. However, she believes that the looters have made
         an error but will come around if only she can show them the invalidity of their beliefs
         through her productive achievements. 
      

      
      Atlas Shrugged demonstrates that the greater a person’s productive ability, the greater are the
         penalties he endures in the form of regulations, controls, and the expropriation and
         redistribution of his earned wealth. This evil, however, is made possible only by
         the sanction of the victims. By accepting an unearned guilt—not for their vices but
         for their virtues—the achievers have acquiesced in the political theft of their minds’
         products. Atlas Shrugged shows the creators being sacrificed to the parasites and also dramatizes that the
         irrational looters need the assistance of rational people in order to “succeed.” The
         moral code of self-sacrifice is used against and accepted by many of the creators
         who are made to feel guilt for their achievements and wealth. This is the “sanction
         of the victim” moral principle. The fact that Galt understands this principle, and
         that Dagny and Rearden fail to comprehend it, establishes the major plot conflict
         in the story. In order to fight the altruist foundation of statist political economy,
         the men of the mind will need to withdraw their sanction. 
      

      
      Rearden, Dagny, and the other prime movers suffer spiritually and begin to view life
         as a mental weight and weary load rather than as a joy. Rearden’s spiritual suffering
         runs deeper than Dagny’s. Rearden lacks an explicit awareness of objective morality
         that Dagny possesses. He is open to attack because in his conscious beliefs he is
         oblivious to correct morality. Whereas Dagny never questions her right to her own
         happiness and self-esteem, Rearden does question his right to them. This destroys
         him spiritually and produces the foundation for his material exploitation. His partial
         acceptance of altruism despiritualizes his pursuit of happiness and his capacity for
         self-esteem. Rearden does not explicitly realize that he is operating by a moral code
         in his work life. Of course, he does so implicitly. His work life epitomizes morality
         as it leads to production, life, and life-enhancing values. Although he was proud
         of his thinking and acting, he did not explicitly identify these as moral and virtuous.
         He failed to identify the source of his pride as a moral value and as morally justified
         (Wright 2007). 
      

      
      Other Business Characters

      
      Francisco d’Anconia inherited the world’s largest copper mining company, which has
         been in his family since the days of the Spanish Empire. A man of tremendous ability
         and intelligence, he is purposeful, courageous, benevolent, and enthusiastic. Francisco
         admires productive work and money making and is dedicated to d’Anconia Copper. As
         a young man his stated goal was to be worthy of what he had inherited by expanding
         the already massive d’Anconia Copper empire. Francisco is the first person to join
         John Galt’s strike when he sees that the majority of people have abandoned reason.
         Although he is connected to the strikers in Galt’s Gulch, he remains in the outside
         world in order to recruit additional strikers and to accelerate the fall of the anti-reason
         and anti-life world. As president of d’Anconia Copper, Francisco deliberately, gradually,
         and systematically destroys his own company, which is under threat of nationalization.
         By doing so he also helps to bring down the looter American businessmen who invested
         in his company, contributes to the destruction of other industrial concerns, and deprives
         people of benefiting from the accomplishments of his ancestors. This ironic character
         poses as a profligate playboy in order to camouflage his real purposes and essential
         nature. 
      

      
      Eddie Willers is Dagny’s dedicated, indispensable, competent, and diligent chief assistant.
         His title is Special Assistant to the Vice-President of Operation of Taggart Transcontinental.
         Attached to the company, he is loyal to it and to Dagny. Eddie admires the achievements
         of productive geniuses such as Hank Rearden, Ellis Wyatt, and others. He is not a
         genius, but he is rational, realistic, and highly moral. He always wants to do “whatever
         is right” (Rand 1957, 6). Eddie is John Galt’s unwitting accomplice, revealing information
         to Galt, who is disguised as a common track worker in the employee cafeteria. 
      

      
      Dan Conway is the middle-aged owner and president of the Phoenix-Durango Railroad
         in Colorado. He built what was once a tiny railroad into the dominant railroad in
         the Southwest and Taggart Transcontinental’s chief competitor in Colorado. His railroad
         supplies superior freight service to his commercial customers. This prompts James
         Taggart to conspire to get the National Alliance of Railroads, a private association,
         to pass the Anti-dog-eat-dog rule, which puts the Phoenix-Durango out of business.
         He does not want to fight, accepts his defeat, and retires to his ranch in Arizona.
         Although he loves what he does, he does not protest being sacrificed because of the
         majority vote of the association members. Dagny urges him to fight, but he declines.
         Conway explains that, although he does not think it is right that he be sacrificed,
         he promised to obey the majority and, therefore, has no right to object. He has been
         taught to obey a moral code that makes him a willing victim. He says: 
      

      
      
         Dagny, the whole world’s in a terrible state right now. I don’t know what’s wrong
            with it, but something’s very wrong. Men have to get together and find a way out.
            But who’s to decide which way to take unless it’s the majority? I guess that’s the
            only fair way of deciding; I don’t see any other. I suppose somebody’s got to be sacrificed.
            If it turns out to be me, I have no right to complain. (78)
         

         
      

      Later, Conway does take somewhat of a stand when he refuses to sell his Colorado railroad
         to James Taggart. 
      

      
      Ellis Wyatt is the most productive of Colorado’s industrialists. The young, quick-tempered,
         and innovative entrepreneur devises a method for extracting oil from shale rock, thus
         creating an economic boom in Colorado. His production of oil from shale is eerily
         similar to today’s fracking. Wyatt’s oil enables other industrialists to run their
         machinery effectively and efficiently. Wyatt’s company is the pillar of Colorado’s
         economy. When the destructive Colorado Directives force the state’s profitable firms
         to share the suffering by redistributing their earnings, Ellis Wyatt is prompted to
         quit. In an act of defiance Wyatt sets fire to his wells, resulting in “Wyatt’s Torch,”
         and disappears. He leaves behind a board nailed to a post containing a hand-written
         note, stating, “I am leaving it as I found it. Take over. It’s yours” (336). These
         directives also put other companies out of business and destroy the Rio Norte Line.
         The Colorado Directives precipitate the retirement and disappearance of many productive
         and competent Colorado industrialists, including Andrew Stockton (foundry), Laurence
         Hammond and Ted Neilson (automobiles), Dwight Sanders (airplanes), and Roger Marsh
         (electrical appliances), among others. Of the above productive individuals, Stockton
         is the only one who does the same work in Mulligan’s Valley as he did in the outside
         world. 
      

      
      Ken Danagger is a no-nonsense, prototypical self-made coal producer and friend of
         Hank Rearden. He began as a coal miner and advanced to become owner of Danagger Coal
         in Pennsylvania. He and Hank make a private agreement to circumvent legal restrictions
         on the amount of Rearden Metal that can be sold to one individual. Danagger and Rearden
         are indicted and charged with subverting government orders when Rearden sells an illegal
         amount of his metal to Danagger. He joins the strike after listening to the logic
         of the “destroyer” (Galt) just before Rearden’s trial. 
      

      
      Financier Midas Mulligan was the owner of Mulligan Bank and was the richest man in
         the world. As a realist, he only makes loans to people he judges will pay them back
         with adequate interest. He can tell whether or not a person is a good risk or not
         by judging his character, productive ability, and record. Mulligan joins the strike
         when a court orders him to grant a loan to the undeserving president of Amalgamated
         Service Corporation, Lee Hunsacker. Mulligan purchases a remote valley in the Colorado
         Rockies. This valley becomes Galt’s Gulch where the able and competent “men of the
         mind” gather. Midas runs a bank in Galt’s Gulch, where all transactions must be made
         in gold. 
      

      
      Tony, the Wet Nurse, is a young man just out of college who is assigned by Washington
         bureaucrats to be Deputy Director of Distribution at Rearden’s mills to enforce government
         policies. He began as a cynic who was taught nothing except moral relativism by his
         professors. He does not believe that there are any absolutes. Throughout the novel,
         he learns about values, comes to admire and respect Hank Rearden for his morality
         and productiveness, and recognizes the looters’ evil. He asks Hank for a job, and
         Rearden tells him he would gladly hire him at once, but he cannot because of the looters’
         restrictions. Hearing this from Rearden is what really matters to the Wet Nurse. Ultimately,
         he loses his life while protecting Rearden’s mills. 
      

      
      Mr. Ward is the decent, hardworking president of Ward Harvester Company, a small,
         solid firm that has been in his family for four generations. When Orren Boyle’s Associated
         Steel fails to deliver the steel that he needs, he goes to see Hank Rearden, desperately
         in need of help. His company will go out of business if he does not get the required
         materials. He and Hank share the same values and virtues. Mr. Ward greatly needs to
         obtain some Rearden Metal to keep his business running. In order to do so, he is willing
         to sell at a loss and pay Rearden anything that he asks. Rearden responds positively
         to Mr. Ward’s request. In the middle of Hank’s quest to find the extra metal that
         Ward requires, Gwen Ives informs Rearden that the Equalization of Opportunity Bill
         has just passed. The shocked Mr. Ward gets up to leave, and Rearden tells him to stay
         while they complete their deal. Rearden says: “We had business to transact, didn’t
         we? . . . Mr. Ward what is it that the foulest bastards on earth denounce us for,
         among other things? Oh yes, for our motto of ‘Business as usual.’ Well—business as
         usual, Mr. Ward” (212). 
      

      
      Gwen Ives is Hank Rearden’s efficient, professional, and loyal secretary. She and
         Dagny Taggart are the only two working women in business in Atlas Shrugged whom we see performing good work. She understands the evil of the looters’ ideology
         and breaks down in tears when she learns about the passing of the Equalization of
         Opportunity Bill. When Rearden retires and disappears, he advises her to leave the
         firm and make a run for it, which she does. 
      

      
      Dick McNamara of Cleveland is the competent contractor who completed the San Sebastián
         Line for Taggart Transcontinental. Dagny initially lines up the reliable contractor
         to lay the new Rearden Metal track for the Rio Norte (i.e., John Galt) line. He is
         one of the best contractors in the country and gets his projects done right and on
         time. 
      

      
      Unfortunately, despite a thriving business, he walks out. He is one of the first of
         Dagny’s business associates to vanish mysteriously. Forced to find a replacement contractor,
         Dagny hires Ben Nealy. Nealy sees no role for intelligence in human accomplishments,
         does not exert much effort, is disorganized, is reluctant to make decisions, and requires
         constant instruction from Dagny. He expresses the erroneous Marxist belief that only
         physical labor creates value: “Muscles, Miss Taggart . . . muscles—that’s all it takes
         to build anything in the world” (162). 
      

      
      James Taggart is the primary business villain in Atlas Shrugged. He epitomizes the looters’ unreason, is reluctant to depend upon his own business
         judgments, and fears and dislikes businesspeople who do rely upon their own evaluations.
         James frequently takes credit for Dagny’s decisions and relies on her to get him out
         of trouble. In addition, in his efforts to gain wealth, he tries to ride on Francisco’s
         intelligence. He is anti-effort and wants the unearned. James is a parasite and a
         whim-worshipper who manipulates and deceives people in order to fake self-esteem to
         himself. Also, he is afraid that he will be held responsible for anything. Taggart
         has a strong sense of inferiority and needs to feel superior. Jim does not possess
         the skills, energy, and ability required for legitimate business success. Down deep
         he finds his self-deception ridiculed by the existence of individuals with real ability,
         values, and virtues. He obtains money by using his political connections to garner
         subsidies or to get regulations passed that stifle his competitors. He thinks that
         by gaining wealth in that manner he will achieve moral status and self-esteem. James
         spends most of his time on public relations, cultivating friendships, and knowing
         the people who make things possible rather than being concerned with facts and reality.
         He would rather deal with his friends than those who are best suited to produce the
         desired results. For example, Jim deals with Orren Boyle, who will either deliver
         the product late or not at all. He rationalizes to others and to himself that he is
         motivated by his altruistic love for others and his dutiful concern for social justice.
         By the end of the novel, he realizes that he is actually a nihilist operating on a
         death premise and that he wants to destroy the good because it is good. 
      

      
      Orren Boyle is a friend of James Taggart and owner of Associated Steel. He started
         with $100,000 of his own and obtained government loans in the amount of $200,000,000
         to purchase a number of struggling steel firms that he merged into Associated Steel.
         In Atlas Shrugged, he uses his political connections and a too-big-to-fail argument to obtain even
         more help from the government. Boyle runs his company badly; he is either late fulfilling
         his orders or does not deliver the product at all, and he measures his company’s success
         based on its popularity. He is disdainful of efficiency monopolies and dominant producers,
         says that private property is a trusteeship for the benefit of society as a whole,
         and contends that he wants everyone to have a fair chance of getting iron ore. He
         says that he wants to pass the Equalization of Opportunity Bill in order to preserve
         the steel industry “as a whole.” The collectivist philosophy that he espouses portrays
         a world in which no one can survive at the same time that others fail. This implies
         that all firms participate in a process that should yield equal benefits to all. Of
         course, his real goal is to divest Hank Rearden of his ore mines and have them turned
         over to Paul Larkin, who would give Associated Steel the first opportunity to purchase
         the ore. 
      

      
      Both James Taggart and Orren Boyle are at war with reality. They are postmodern “businessmen”
         who think they can create the reality they desire merely by wanting it, thinking it,
         and persuading others to share in a narrative that supports their desires. They believe
         that social reality creates its own reality and that they can control reality by having
         the right political connections, the appropriate public relations strategies, and
         enough people having the desired opinion about them and their companies. 
      

      
      The Starnes heirs (Eric, Gerald, and Ivy) bankrupt the Twentieth Century Motor Company
         with their socialist scheme in which the employees as a group voted to determine the
         needs of each employee, as well as the production expected of each worker, based on
         an evaluation of his ability. They considered their father, Jed Starnes, to be an
         evil man who cared for nothing but money and business. Their plan was based on the
         principle of selflessness and required men to be motivated by love for their brothers
         rather than by personal gain. In effect, they put into practice the Marxist slogan
         “From each according to his ability, to each according to his need.” They believed
         that the fulfillment of the needs of others is a person’s greatest moral imperative.
         It follows that it is the inability to create value that merits rewards, rather than
         the ability to create value. When the plan failed, Ivy complained that it was defeated
         by greed and maintained that the plan was a noble idea but that human nature was not
         good enough for it. 
      

      
      Lee Hunsacker had been the incompetent president of Amalgamated Service Corporation,
         which had taken over the Twentieth Century Motor Company. Midas Mulligan refused to
         grant Hunsacker a loan because of his past record of failures. Feeling that he was
         entitled, he brought suit against Mulligan under a law that said people were not allowed
         to discriminate against anyone in a matter involving that person’s livelihood. After
         Judge Narragansett instructed the jury to bring in a verdict for Mulligan, Hunsacker
         appealed the verdict, which was reversed by a higher court. Both Mulligan and Narragansett
         disappeared shortly thereafter. Eventually, Hunsacker was able to get a loan from
         the “banker with a heart,” Eugene Lawson of the Community National Bank, who had collectivist,
         humanitarian loan policies. Predictably, Amalgamated went bankrupt. 
      

      
      Paul Larkin is a weak, unsuccessful businessman who acts like he is Hank Rearden’s
         friend. He is actually in on the deal that strips Hank of his iron ore and coal mines.
         In fact, when the Equalization of Opportunity Bill is passed, he takes possession
         of Rearden’s ore mines and tells Hank that he will always consider the ore mines to
         belong to Rearden. Of course, this is untrue, and Larkin gives Orren Boyle the initial
         opportunity to get the ore. 
      

      
      Atlas Shrugged in the Business School
      

      
      Novels, as well as plays and films, are excellent teaching tools for communicating
         ideas to students. A well-constructed and compelling story can engage students and
         make a subject more vital to them. Fiction provides students with interesting material
         that does not seem like hard work. The result is that novels tend to have greater
         teaching power and more appeal to students than articles, textbooks, or case studies.
         Because students are apt to enjoy reading fiction, it is likely that they may grasp
         ideas quicker and better than when more conventional teaching methods are used. For
         many people, pure theory is not as exciting as a good story. 
      

      
      A compelling and relevant story stays in one’s memory. Graduate and undergraduate
         business students have grounds for paying attention to novels concerning the business
         world. Many graduate business students are already in the world of entrepreneurship,
         manufacturing, and finance, and undergraduate business students aspire to soon be
         in the corporate world. Novels can provide examples of challenges that a student may
         one day confront. It is no wonder that business novels connect with such students
         and work their way into students’ thinking. 
      

      
      Novels can come close to mirroring reality and are able to illuminate the full context
         of a situation. Novels about business describe life as lived in the world of commerce.
         Situations in novels can be more realistic than the hypothetical examples postulated
         in articles, case studies, or lectures. A novel can provide a superb background from
         which to view business. A well-written novel about business can pose complex questions
         and deepen a student’s capacity for critical thinking. Such a novel can bring management
         problems and issues of business ethics to life by contextualizing organizational and
         moral questions and dilemmas. Ultimately, one’s character may be influenced by reading
         fiction. This pedagogical method may stimulate the moral cognition and insight of
         the reader. Some narratives have the potential to open one’s eyes with respect to
         what is really important. 
      

      
      Unfortunately, most novels are not representative of the real business world. It can
         safely be said that businesspeople have not fared well in novels on the whole. The
         literary culture is often unflattering in its depictions of businesspeople and capitalism,
         has attacked business and industry for destroying an old communal order based on equality,
         laments the capitalist preoccupation with material success, and abhors the dominance
         of large organizations in people’s lives. Many novels go so far as to portray businesspeople
         with hostility and derision. 
      

      
      Fortunately, there is at least one novel—Rand’s Atlas Shrugged—that portrays the entrepreneur in a positive manner by emphasizing the essential
         moral nature of business and the legitimacy of people engaged in business, showing
         us the energy and fortitude of the diligent men and women of commerce, and the value
         of the entrepreneur as wealth creator and promoter of economic progress. Atlas Shrugged depicts the businessperson’s role as potentially heroic. Atlas Shrugged shows the business hero as a determined, creative, and independent thinker who follows
         an idea to its accomplishment. Rand’s novel dramatizes the positive qualities of business
         by illustrating the victory of individualism over collectivism, portraying successful
         businesspeople as noble and attractive, and characterizing business careers as at
         least as honorable as careers in other professions, if not more so. 
      

      
      Atlas Shrugged is now being taught in colleges and universities in a variety of courses. It is being
         used in the classroom to study the moral foundations of capitalism and commerce and
         related topics in philosophy, economics, free enterprise, management, business, and
         other areas.[7]   For example, due to the tireless efforts of John Allison, former CEO and chairman
         of BB&T Bank, there are now nearly seventy programs at institutions of higher learning
         that use Atlas Shrugged in their classes. This novel provides an excellent base for teaching issues in business,
         business ethics, economics, and political and economic philosophy. The use of Atlas Shrugged aids in moving between abstract principles and realistic business examples. The novel
         serves as a link between philosophical concepts and the practical aspects of business
         and illustrates that philosophy is accessible and important to people in general and
         to businesspeople in particular. 
      

      
      Atlas Shrugged fosters a spirited exchange of ideas among students in the classroom, as many students
         respond strongly and positively to this novel and its heroes. The novel presents the
         pursuit of profit as thoroughly moral, makes the discussion of capitalism intellectually
         legitimate, provides a powerful critique of socialism, and challenges the prevailing
         beliefs of our culture. Students are impressed with Atlas Shrugged’s prophetic nature. It portrays the U.S. economy collapsing due to government intervention
         and regulation, politicians placing the blame on capitalism and the free market, and
         the government countering with ever more controls that further the crisis. Government
         intervention is shown to discourage innovation and risk-taking, and the novel portrays
         how regulations in a mixed economy are made with political interest groups lobbying
         the government, which grants favors to those who have the most votes, political pull,
         or influence. 
      

      
      I use Atlas Shrugged to help undergraduate business students better understand the philosophical, moral,
         and economic concepts underlying business and capitalism. I incorporate Rand’s novel
         into my Conceptual Foundations of Business course at Wheeling Jesuit University. In
         the class, students take turns leading discussions on all thirty chapters of Rand’s
         1,168-page novel.[8]   During class discussions students cite specific scenes and passages and their accompanying
         page numbers. During the last five class sessions, I deliver detailed and in-depth
         lectures on Atlas Shrugged. The final exam consists of an essay on the novel. 
      

      
      My book, Capitalism and Commerce, provides a discussion of the philosophical, moral, and economic foundations upon
         which a capitalistic society is constructed. Rand’s novel becomes the vehicle for
         the incarnation of these ideas—bringing abstract philosophy to life through character
         and plot. 
      

      
      The novel shows students in this course that the only way for man to survive in society
         is through reason and voluntary trade. Atlas Shrugged focuses on the positive and shows students what it takes to achieve genuine business
         success and how to create value. 
      

      
      Like Aristotle, Rand maintains an agent-centered approach to morality and focuses
         on the character traits that distinguish a good person. Reading Atlas Shrugged prompts students to think about what makes up a good life. Rand’s business protagonists
         are shown to live by correct principles and acquire pertinent character traits. The
         villains in the novel show what happens when people hold incorrect principles and
         fail to cultivate indispensable virtues. 
      

      
      Some discussions in class revolve around virtues such as rationality, independence,
         integrity, justice, honesty, productiveness, and pride. The novel’s characters are
         analyzed to see if these are absent or present in them. The novel teaches students
         that there are traits that correlate with business success and success in life. These
         include independent vision or foresight, an active mind, competence, confidence, personal
         or egoistic passion, a drive to action, the love of ability in others, and above all,
         having virtues. 
      

      
      Atlas Shrugged presents a thought-provoking portrait of entrepreneurs who won’t allow politicians
         to kick them around anymore. The novel presents steel-makers, railroad tycoons, and
         bankers as heroes—the problem-solvers, producers, and thinkers. If Rand were writing
         today, she would likely be including software designers, builders of telecommunications
         networks, and those who work with photovoltaics, cryogenics, aerogels, biochips, radio-wave
         lighting, microelectromechanical systems, quantum chips, shape-memory metals, and
         so on. 
      

      
      The class discussion of heroes in Atlas Shrugged leads to comparisons with real-life business leaders such as Bill Gates, Ken Iverson,
         Jack Welch, Sam Walton, Steve Jobs, Thomas Edison, Michael Dell, Michael Eisner, Edwin
         Land, Henry Ford, Walt Disney, Roberto Goizueta, Fred Smith, Ginni Rommetti, Marissa
         Mayer, Meg Whitman, Denise Morrison, and Sheryl Sandberg. The class dialogue centers
         around the character traits, principles, decisions, and actions of these individuals.
         
      

      
      In my course, I use the novel to show that there are good and bad businesspeople,
         and that they don’t always act virtuously. There are two types of businesspeople.
         There are those who lobby government for special privileges, make unethical deals,
         and engage in fraud and corrupt activities. In addition, there are the real producers
         who succeed or fail on their own. Rand’s book illustrates what it takes to attain
         authentic business success and how to create value. 
      

      
      In a tribute article to the “money-making personality,” Rand ([1963] 2011, 68–70)
         draws a contrast between mindful people of independent judgment who make money and
         the mindless socially dependent looters who appropriate it: 
      

      
      
         The Money-Maker is the discoverer who translates his discovery into material goods. In an industrial
            society with a complex division of labor, it may be one man or a partnership of two:
            the scientist who discovers new knowledge and the entrepreneur—the businessman—who discovers how to use that knowledge, how to organize material
            resources and human labor into an enterprise producing marketable goods. 
         

         
The Money-Appropriator is an entirely different type of man. He is essentially non-Creative—and his basic
            goal is to acquire an unearned share of the wealth created by others. He seeks to
            get rich, not by conquering nature, but by manipulating men, not by intellectual effort,
            but by social maneuvering. He does not produce, he redistributes: he merely switches
            the wealth already in existence from the pockets of its owners to his own. 
         

         
The Money-Appropriator may become a politician—or a businessman who “cuts corners”—or
            that destructive product of a “mixed economy”: the businessman who grows rich by means
            of government favors, such as special privileges, subsidies, franchises; that is,
            grows rich by means of legalized force . . . 
         

         
The Money-Maker, above all else, is the originator and innovator. The trait most signally
            absent from his character is resignation, the passive acceptance of the given, the known, the established, the status quo. He never says: “What was good enough for my grandfather is good enough for me.”
            He says: “What was good enough for me yesterday will not be good enough tomorrow.”
         

         
He does not sit waiting for “a break” or for somebody to give him a chance. He makes
            and takes his own chances. He never whines, “I couldn’t help it!”—he can, and does
            . . . 
         

         
The man who will never make money has an “employee mentality,” even in an executive’s
            job; he tries to get away with a minimum of effort, as if any exertion were an imposition;
            and when he fails to take the proper action, he cries: “But nobody told me to!” 
         

         
The Money-Maker has an “employer mentality,” even when he is only an office boy—which
            is why he does not remain an office boy for long. In any job he holds, he is committed
            to a maximum of effort; he learns everything he can about the business, much more
            than his job requires. He never needs to be told—even when confronting a situation
            outside his usual duties. 
         

         
These are the reasons why he rises from office boy to company president . . . It is
            only the Money-Appropriator who lives and acts short-range, never looking beyond the
            immediate moment. The Money-Maker lives, thinks and acts long-range. Having complete
            confidence in his own judgment, he has complete confidence in the future, and only
            long-range projects can hold his interest. To a Money-Maker, as well as to an artist,
            work is not a painful duty or a necessary evil, but a way of life; to him, productive
            activity is the essence, the meaning and the enjoyment of existence; it is the state
            of being alive. 
         

         
      

      Rand’s business protagonists are independent, rational, and committed to the facts
         of reality, to the judgment of their own minds, and to attaining their own flourishing
         and happiness. Each one thinks for himself, actualizes his potential, and views himself
         as capable of dealing with life’s challenges and as deserving of achieving success
         and happiness. Atlas Shrugged makes a case that the legitimate businessperson is a befitting symbol of a free society.
         
      

      
      Atlas Shrugged also recounts the rise of “businessmen” who seek “profit” by currying favor with
         dishonest politicians. They refrain from rationality and productivity by using their
         political pull and pressure groups to rob the producers. Rand condemns those who would
         loot the individuals who create human progress and prosperity. 
      

      
      Government intervention discourages innovation and risk-taking and obstructs the process
         of wealth creation. In Atlas Shrugged, the producers’ minds are shackled by government policies. Lacking the freedom to
         create, compete, and earn wealth, the independent thinkers withdraw from society.
         This is Rand’s recommended response to the bureaucratic assault of the entrepreneurial
         spirit. 
      

      
      Atlas Shrugged delineates government intervention as the great enemy of the entrepreneur. Rand details
         how government intervention into private markets produces costs and consequences more
         harmful than the targeted problem itself. Socialistic bureaucrats attempt to protect
         men from their own minds and tend to think only of intended, primary, and immediate
         results while ignoring unintended, ancillary, and long-term ones. Government-produced
         impediments to a free society are shown to include taxation, protectionism, antitrust
         laws, government regulation, social welfare programs, monetary inflation, and more.
         
      

      
      Atlas Shrugged is a great story that helps students to understand the nature of the world in which
         they live. It illustrates that only a free society is compatible with human nature
         and the world, and that capitalism works because it is in accordance with reality.
         Capitalism is shown to be the only moral social system because it protects the human
         mind, the primary means of human survival and flourishing. Atlas Shrugged is a powerful tool to educate, persuade, and convert people to a just and proper
         political and economic order that is a true reflection of human nature and the world
         properly understood. 
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            1. In Atlas Shrugged, Ayn Rand assigns names of individual owners to companies operated by legitimate
                  producer businesses and collectivist-sounding names to companies run by inauthentic
                  looter businessmen. Among those companies in the first category are: Rearden Steel,
                  Taggart Transcontinental, Wyatt Oil, d’Anconia Copper, Danagger Coal, and so on. Examples
                  of firms in the second category are: Associated Steel, Amalgamated Switch and Signal,
                  and United Locomotive Works. The men who have attached their names to their companies
                  ultimately become strikers during the course of the story.
               

            

         

         
            2. Luskin and Greta (2011) introduce readers to real-life business heroes who have lived
                  their lives like Atlas Shrugged’s fictional heroes and the scoundrels who have lived like Rand’s fictional villains.
                  For example, on the business hero side the book presents: John Allison as John Galt,
                  Bill Gates as Hank Rearden, and T. J. Rodgers as Francisco d’Anconia. On the business
                  villain side the authors cite Angelo Mozilo as Jim Taggart and Barney Frank as Wesley
                  Mouch, who is a politician who meddles in the economy rather than actually working
                  in the business world.
               

            

         

         
            3. See Locke 2000, Rand in Ralston 2000, Locke 2009, and Ghate 2009 for excellent discussions
                  of businesspeople as heroes and prime movers.
               

            

         

         
            4. Ayn Rand’s Objectivist virtues as a basis for morality and success in business are
                  discussed in depth in Greiner and Kinni 2001, Woiceshyn 2012, and Younkins 2012.
               

            

         

         
            5. Salmieri’s 2009 essay in Mayhew 2009 is based on his 2007 audio course.

            

         

         
            6. A great deal of the material found in Wright’s 2007 audio course can also be found
                  in his 2009 article in Mayhew 2009.
               

            

         

         
            7. Several recent articles have discussed how Atlas Shrugged can be integrated into college economics courses. See Boettke 2005, 2007; Kent and
                  Hamilton 2011; and Chamlee-Wright 2011.
               

            

         

         
            8. I have my students read the entire text of Atlas Shrugged in my Conceptual Foundations of Business course. Some faculty members at various
                  institutions choose to selectively assign portions of it to their students. For example,
                  Michelle A. Vachris (2007) of Christopher Newport University assigns pages to be read
                  and typed answers to discussion questions to be brought to class and used as the basis
                  for class discussions in her American Economy in Literature course. Here is a summary
                  of her page assignments and related discussion questions: (1) Who benefits and who
                  is hurt by the Anti-dog-eat-dog Rule? What are some possible unintended consequences?
                  (74–88); (2) Who benefits and who is hurt by the Equalization of Opportunity Bill?
                  What are some possible unintended consequences? (130–36, 217–18, 270–71); (3) How
                  does Galt’s motor work? What would be the economic effects of such an invention? (287–91);
                  (4) Who benefits and who is hurt by the Fair Share Law? What are some possible unintended
                  consequences? (298–99, 360–67, 499–500); (5) In Francisco d’Anconia’s “Money Speech”:
                  What are the roles of money and profit? Find examples that illustrate the differences
                  between the voluntary nature of the market and the coercive nature of government (409–15);
                  (6) Find examples of self-interest versus the public good (475–84); (7) Who benefits
                  and who is hurt by Directive Number 10–89? What are some possible unintended consequences?
                  (535–49); (8) Compare and contrast the two different views of why the Twentieth Century
                  Motor Company failed (321–24; 660–72); (9) Explain the role that self-interest has
                  in the market economy (701–61); and (10) Find examples of capitalism versus collectivism
                  in terms of their views about prices, profit, and property rights (1009–69).
               

            

         

      

   
      Chapter 11

      The Traits of Business Heroes in 
Atlas Shrugged

      
         
         
         
         Edwin A. Locke

         
         
      

      
      There are many aspects of Atlas Shrugged that the reader can enjoy. It is a mystery with a totally original and suspenseful
         plot. It presents a revolutionary new philosophy that is demonstrated in action. It
         is a study of good against evil and an examination of the mind-body relationship from
         perspectives never before identified by a novelist or philosopher. It is a study of
         business heroes and their struggle to succeed against overwhelming odds. In the novel,
         of course, all these aspects are brilliantly interconnected and fully integrated.
      

      
      In this chapter I will focus on the business heroes and the traits that made them
         great—and contrast, in limited fashion, these traits with those that characterized
         the business villains. The business heroes of the novel, such as Dagny Taggart, Hank
         Rearden, Ellis Wyatt, and Ken Danagger, were all brilliantly competent and, to the
         extent allowed, initially, by the altruistic society they were living in, successful.
         In what follows, I focus on their success and what made it possible, not on what happened
         later in the novel. What traits did the heroes possess that would make successful
         production possible?
      

      
      Focus on Reality

      
      To the business heroes, reality is an absolute. To the villains, it is something to
         be evaded at all costs. Early in the book we are shown the contrast between Dagny
         Taggart, the operating vice president, and her brother James, the president of Taggart
         Transcontinental. Dagny predicts, based on her own evidence, that the Mexican government
         is going to nationalize Taggart’s San Sebastián Line, but James refuses to consider
         it. His first concern is to altruistically help an underprivileged country. Facts
         are secondary in his mind to that wish. Further, because Associated Steel, led by
         a looter, Orren Boyle, has not fulfilled its previous rail order, Dagny has ordered
         new rails for the Rio Norte Line made from Rearden Metal, an entirely new product
         that no one else has dared to order. James does not want to face reality. James’s
         look is described at one point as “gliding off and past things in eternal resentment
         of their existence” (7). He does not want to think in order to form his own opinion
         of Rearden Metal. But Dagny is adamant, because she studied engineering and knows
         the metal’s value. She demands that James either approve the order or refuse it. James
         whines: “That’s the trouble with you. You always make it ‘Yes’ or ‘No.’ Things are
         never absolute like that. Nothing is absolute.” Dagny replies: “Metal rails are. Whether
         we get them or not, is” (23).
      

      
      No matter what setback or disaster she is faced with—the loss of key employees, contractors,
         and suppliers, the shortages of rail and engines, the Winston Tunnel explosion, the
         shortage of money needed to build the John Galt Line, the passage of productivity-destroying
         legislation by the government—she never once considers faking reality in any way.
         Every fact, no matter how unpleasant, is faced and evaluated fully and honestly.
      

      
      Furthermore, every evaluation of the facts leads to action when action is necessary
         and possible (an issue I will expand on later). For example, when James refuses to
         support her plan to build the John Galt Line, which she regards as critical to the
         survival of Taggart Transcontinental—and to the whole country—she “officially” leaves
         the company and takes charge of building the line herself.
      

      
      Hank Rearden is equally focused on reality. When visited by Dr. Potter from the State
         Science Institute, who wants him to stop producing Rearden Metal, Rearden has only
         one question for him: “Is Rearden Metal good or not?” (179). As with Dagny, when he
         is faced with setbacks such as the loss of his iron ore or copper or coal supplies,
         he fully accepts the facts as given and works to find new sources.
      

      
      In contrast to the villains, in whose minds wishes always take precedence over facts,
         reality is always primary in the heroes’ thinking. At Lillian Rearden’s party, a corrupt
         philosopher, Dr. Pritchett, tells a guest that “nothing is anything” (141)—which means
         that reality is whatever you want it to be. Soon after, Francisco explains what Dr.
         Pritchett’s predecessor at the Patrick Henry University, Dr. Akston, taught: “that
         everything is something” (142). The law of identity (A is A) is ingrained in the minds
         of the business heroes like it was part of their DNA—only it’s there by choice.
      

      
      Even when they are wrong, both Dagny and Rearden act on the facts as they understand
         them. Dagny, knowing her own incredible productive capacity, believes she can save
         the world with her own brilliance and energy, but she fails, until late in the book,
         to see that she cannot succeed and is simply aiding in her own destruction. When she
         understands this fully, she quits—as does Rearden.
      

      
      Unlike the villains, the business heroes want to know. Dagny wants Eddie Willers to tell her everything that has happened when she returns
         from being on her vacation with Rearden and after her stay in Galt’s Gulch. She gets
         news about the railroad from him regularly when she is building the John Galt Line.
         In contrast, the first words we hear in the novel from James Taggart, when Eddie asks
         to consult with him, are: “Don’t bother me, don’t bother me, don’t bother me” (7).
         James only wants to “know”—so long as he does not have to know his own motives—when
         he has gotten away with something dishonest such as a swindle or the crushing of a
         rival, such as Dan Conway or anyone who was productive, through government favors
         and coercion. Otherwise he wants only to blank out existence.
      

      
      Another example of the contrast between Dagny and Jim occurs later in the novel when
         a government-appointed thug, Cuffy Meigs, is appointed to replace Dagny after her
         plane crashes in Galt’s Gulch. Meigs proceeds to loot the company, which Dagny discovers
         and reveals to Jim upon her return. Jim does not want to talk about it or deal with
         it. She thinks: “there was the method of his consciousness: he wanted her to protect him from Cuffy Meigs
         without acknowledging Meigs’ existence, to fight it without admitting its reality”
         (915). Dagny refuses to evade anything, including her brother’s evil.
      

      
      Nor does Dagny confuse the metaphysical with the man-made. She sees through Jim’s
         unstated premise that “there is no difference between a law of nature and a bureaucrat’s
         directive” (917). She grasps that nature must be accepted and obeyed, whereas bureaucrats’
         directives must be evaluated by a process of thought.
      

      
      Rearden wants to know the results of every experiment when he works to develop Rearden
         Metal, even though for many years the experiments were total failures. Ayn Rand writes:
         “He had never spared himself on any issue. When a problem came up at the mills, his
         first concern was to discover what error he had made” (128) Rearden also wants to
         know everything Francisco has to teach him about philosophy, including his own wrong
         premises concerning the mind-body relationship and his own sanctioning of the victim—the
         victim being himself. He grasps that such knowledge is critical to the future of his
         business and to his own happiness.
      

      
      Ability and Confidence

      
      The business heroes in Atlas Shrugged are brilliantly competent. They are also aware of their own natural abilities but
         not boastful about them. Ability is not a self-esteem issue for them but simply a
         fact of reality. (By natural ability, I mean inborn capacity, not acquired knowledge.)
         Dagny thinks:
      

      
      
         Studying mathematics, she felt quite simply and at once: “How great that men have
            done this” and “How wonderful that I am so good at it.” It was the joy of admiration
            and of one’s own ability, growing together. Her feeling for the railroad was the same:
            worship of the skill that had gone to make it, of the ingenuity of someone’s clean,
            reasoning mind, worship with a secret smile that said she would know how to make it
            better someday. (54)
         

         
      

      In school Dagny got A’s in all her classes with almost no effort (100). Ability breeds
         confidence. She tells Eddie Willers, when she is twelve years old, that someday she
         will run the railroad, although she decides this for herself when she is nine (51).
      

      
      She starts at a low position at the railroad, but her rise is “swift and uncontested.
         She took positions of responsibility because there was no one else to take them” (51).
         She never doubts her ability to be the operating vice president of Taggart Transcontinental
         and make the hundreds and thousands of decisions the job requires. When she presents
         the plan for the Rio Norte (John Galt) Line to James, she asserts without any expression
         of doubt: “I will act as my own contractor. I will get my own financing. I will take
         full charge and sole responsibility. I will complete the line on time” (193). And
         she does.
      

      
      Hank Rearden is equally able. One day he thinks back on the struggles he endured to
         make Rearden Steel a success. “All he remembered of those jobs was that the men around
         him had never seemed to know what to do, while he had always known” (30).
      

      
      Rearden’s confidence goes beyond this, however. He says to Dagny, “You and I will
         always be there to save the country from the consequences of their actions” (84).
         Later he says, “It’s we who move the world and it’s we who’ll pull it though” (88).
         Dagny agrees. They were wrong, but they came as close to achieving the impossible
         as anyone could have because of their extraordinary competence.
      

      
      It is Francisco d’Anconia, however, who is the symbol of “pure talent” (92) in the
         novel:
      

      
      
         Francisco could do anything he undertook, he could do it better than anyone else,
            and he did it without effort. There was no boasting in his manner and consciousness,
            no thought of comparison. His attitude was not: “I can do it better than you,” but
            simply: “I can do it.” What he meant by doing was doing superlatively.
         

         
         No matter what discipline was required of him by his father’s exacting plan for his
            education, no matter what subject he was ordered to study, Francisco mastered it with
            effortless amusement. (94)
         

         
      

      During his summer visits to the Taggart estate, he masters baseball and driving a
         speedboat in no time. He also designs a system of pulleys to make an elevator to the
         top of a rock using a primitive form of a differential equation. He does this when
         he is twelve years old (93). Later, he secretly becomes the best furnace foreman Rearden
         has ever had. And it required a brilliant mind to destroy d’Anconia Copper over many
         years without the public detecting it. The destruction, of course, was in the name
         of his freedom to produce in the future. We know that Francisco has the ability to
         rebuild his copper empire once he is free to do so.
      

      
      John Galt is a genius inventor whose motor will someday revolutionize the production
         of electricity.
      

      
      The self-confidence of the heroes in the novel, however, goes deeper than their scholastic
         or business ability. They have the confidence that comes with genuine self-esteem
         caused by their unceasing reliance on their power to think.[1] In a passage that would astonish modern psychologists who believe that self-esteem
         comes from social approval, Dagny and Rearden have the following exchange:
      

      
      
         “[Most women are] never sure that they ought to be wanted. I am.”

         
         “I do admire self-confidence.”

         
         “Self-confidence was only one part of what I said, Hank.”

         
         “What’s the whole?”

         
         “Confidence of my value—and yours. . . .”

         
         “Are you saying that I rose in your estimation when you found that I wanted you?”

         
         “Of course.”

         
         “That’s not the reaction of most people of being wanted. . . Most people feel that
            they rise in their own eyes if others want them.”
         

         
         “I feel that others live up to me, if they want me.” (375)

         
      

      Contrast Dagny with her brother. James has little or no ability and does not want
         to try to be great, only to be thought great by others. (Note the similarity, in this
         respect, to Peter Keating in The Fountainhead.) Thus James’s deception of Cherryl, who believes, until she learns the truth, that
         he is the guiding genius behind Taggart Transcontinental. His “self-esteem” is only
         self-delusion.
      

      
      In addition to being able and confident themselves, the heroes in Atlas Shrugged value—virtually worship—ability in others. Others’ ability is not viewed as a threat
         to their self-esteem, as it is to the villains, but as a pre-condition of their own
         business success. John Galt knows this too, which is why he takes away every person
         of ability that Dagny and Hank—and the country—need.
      

      
      Before Dagny lost Owen Kellogg, she had planned to promote him. “[S]he had always
         looked for sparks of competence, like a diamond prospector in an unpromising wasteland”
         (17). Later: “It was only in the first few years that she [Dagny] felt herself screaming
         silently, at times, for a glimpse of human ability” (52). Later, as society collapses,
         she does not have time to feel, only to act.
      

      
      In Galt’s Gulch one of the strikers, Andrew Stockton, says to Dagny: “Any man who’s
         afraid of hiring the best ability he can find, is a cheat who’s in a business where
         he doesn’t belong. To me—the foulest man on earth, more contemptible than a criminal,
         is the employer who rejects men for being too good” (725). But the character in Atlas Shrugged who risks his life specifically for ability is a pirate, Ragnar Danneskjöld. He explains
         to Rearden: “my only love, the only value I care to live for, is that which has never
         been loved by the world, has never won recognition of friends or defenders: human
         ability. That is the love I am serving—and if I should lose my life, to what better
         purpose could I give it?” (580).[2] 
      

      
      It must be stressed that the business heroes in Atlas Shrugged, like Ayn Rand in real life, despite being exceptionally talented, put enormous effort
         into their work. For Ayn Rand and her fictional characters, natural ability was critical,
         but it was only the starting point for adult success, not an effortless guarantee.
         (I will come back to the issue of effortful action in a later section.) Effort aside,
         however, it is obvious that some people are just more able than others, including
         with respect to wealth creation.[3] 
      

      
      Why do the heroes in the novel, and Ayn Rand, worship ability?

      
      The answer is metaphysical. In reality, our lives depend on the capacity of men to
         formulate and attain productive goals. It takes ability to create wealth or to make
         any great discovery. In contrast, the novel’s villains fear and resent ability in
         others. They fear it because it makes them look inadequate—which they are. But, more
         fundamentally, they resent it because it means that some people achieve more success
         and rewards than others, which threatens their ideal of altruism.
      

      
      Independence

      
      Ability, in addition to rational thinking and practical success, breeds confidence.
         Confidence encourages independence. Independent thinking reciprocally builds confidence.
         The business heroes do not decide what to believe or how to act on the basis of feelings,
         the opinions of authority figures, or majority opinion. They look at the facts firsthand,
         evaluate them firsthand, and decide what is right. Consider Dagny’s response when
         James challenges her choice of Rearden Metal for the new rails.
      

      
      
         “. . . whose opinion did you take?”

         
         “I don’t ask for opinions.”

         
         “What do you go by?”

         
         “Judgment.’

         
         “Well, whose judgment did you take?”

         
         “Mine.” (20–21)

         
      

      Later in the book Ayn Rand writes of Dagny: “She was fifteen when it occurred to her
         for the first time that women did not run railroads and that people might object.
         To hell with that, she thought—and never worried about it again” (51). Observe here
         that Dagny is defying the whole of society, and yet does not give it second thought.
         Seeking the approval of others is totally alien to her way of drawing conclusions
         and making decisions.
      

      
      One of the best lines in Atlas Shrugged comes just before the first run of the John Galt Line. Dagny is asked by a reporter:
         “Tell me, Miss Taggart, what’s going to support a seven-thousand ton train on a three-thousand
         ton bridge?” Dagny answers: “My judgment” (238).
      

      
      Rearden recognizes her independence (and ability) when he recognizes what the initial
         success of the John Galt Line means: “All the roads to wealth that they’re scrambling
         for now, it’s your strength that broke them open. The strength to stand against everyone.
         The strength to recognize no will but your own” (268).
      

      
      Independence is a trait that Rearden shares with Dagny. Early in the novel Paul Larkin
         laments Rearden’s bad press.
      

      
      
         “The newspapers are against you. . . .”

         
         “What do they write about me? . . .”

         
         “That your only goal is to make steel and to make money.”

         
         “But that is my only goal.”

         
         “. . .They think that your attitude is anti-social.”

         
         “I don’t give a damn what they think.” (39)

         
      

      
      Dagny is fully conscious of his independence:

      
      
         [During the first run of the John Galt Line] She glanced at Rearden. He stood against
            the wall, unaware of the crowds, indifferent to admiration. He was watching the performance
            of track and train with an expert’s intensity of professional interest; his bearing
            suggested that he would kick aside, as irrelevant, any thought such as “They like
            it,” when the thought ringing in his mind was: “It works!” (243)
         

         
      

      Rearden’s independence is also revealed at his trial. He defies the conventional moral
         slogan—the public good—that dominates the country and the entire world in the name
         of his right to trade freely with other men in his own self-interest. His defiant
         statement—“The public good be damned” (481)—is based on a statement made by William
         Vanderbilt, the son of a famous real-world wealth creator, Cornelius Vanderbilt,[4] and expresses Rearden’s refusal to accept the morality of altruism. Even his fellow
         businessmen condemn him for his ideas, but he does not back down.
      

      
      The business heroes are also only independent because they are self-reliant. Unlike
         James Taggart and Orren Boyle, they seek no favors or handouts from the government
         and would be horrified at the thought of getting them. They want only to be left alone
         to do their work and take their own risks.
      

      
      Vision and Purpose

      
      The term “vision” is widely used in the business world today, though the definitions
         of the term vary. In the context of business, I will use the term to mean seeing the
         future or potential value of a product, technology, or service.[5] As we will see, however, some of the heroes in the novel are visionary in an even
         wider sense.
      

      
      Purpose refers to the conscious intent to achieve a certain end. Francisco tells Dagny
         when she is fifteen years old that the most depraved type of human being is “the man
         without a purpose” (99). Later, Rearden says the same thing to Francisco, not realizing
         at this point how much Francisco, who poses as a worthless playboy, actually knows
         (148). But why is purpose important? Because it motivates goal-directed action, including
         the actualization of a vision, and goal-directed action is the essence of life itself.[6] The man without a purpose is negating his own existence. In the most fundamental
         sense, he is not human even though he may physically survive owing to the purposeful
         actions of others. The converse of purpose is: stagnation—the state of living death.
      

      
      Now consider Rearden’s thoughts about his new metal:

      
      
         the one thought held immovable across a span of ten years, under everything he did
            and everything he saw, the thought held in his mind when he looked at the buildings
            of a city, at the track of the railroad, at the light in the windows of a distant
            farmhouse, at the knife in the hands of a beautiful woman cutting a piece of fruit
            at a banquet, the thought of a metal alloy that would do more than steel had ever
            done, a metal that would be to steel what steel had been to iron. (30)
         

         
      

      Observe the purposeful, visionary thinking-process involved here. He is considering
         the potential of a product that does not yet exist but that he plans to bring into
         existence. He is thinking of the numerous uses to which such a metal could be put.
      

      
      Note also the time span involved: ten years. Dagny is equally purposeful in building
         the John Galt Line. Although the time span is shorter, she understands the line’s
         potential value. Compare Rearden and Dagny to the villains who subject the businessmen
         to a never-ending series of regulations without any thought (or rather the deliberate
         evasion of thought) of the long-range consequences. There is no vision, only self-induced
         blindness. Labor leader Fred Kinnan is the most “honest” of the looters in that he
         does not engage in any self-deception regarding the consequences of the looters’ stream
         of business-destroying directives. He says to them: “I’m playing the game as you’ve
         set it up and I’m going to play for as long as it lasts—which isn’t going to be long
         for any of us!” (542). Because the government directives are based on emotion and
         altruism, not reason, there is no thought about the inevitable consequences. Nor is
         there a desire for any thought, because that would force the villains to acknowledge
         the real goal of their actions: destruction for the sake of destruction.
      

      
      Francisco d’Anconia knows the potential of d’Anconia Copper as well as his own ability.
         His initial life purpose reveals enormous ambition. In his childhood, he was quizzed
         in a hostile manner by James Taggart, who asked “What are you after?” Francisco replied,
         “Money.” When James asked, “Don’t you have enough?” Francisco answered, “In his life
         time, every one of my ancestors raised the production of d’Anconia Copper by about
         ten percent. I intend to raise it by one hundred” (96)[7].
      

      
      Banker Midas Mulligan is also visionary—about men. He can see from talking to a man
         and looking at his record, which means judging his character and ability, whether
         he is a good risk or not. He finances Rearden’s business enterprises early in Rearden’s
         career, because he sees Rearden’s potential for earning wealth. He goes on strike
         when a court orders him to lend money to an incompetent moocher, Lee Hunsacker. Milligan
         envisions the disastrous consequences of financing men like Hunsacker instead of men
         like Rearden (685).
      

      
      Dagny expresses her own vision to John Galt during her stay in Galt’s Gulch: “I want
         you to know this. I started my life with a single absolute: that the world was mine
         to shape in the image of my highest values” (812). Her more specific purpose is to
         save Taggart Transcontinental from bankruptcy and then to make it grow and prosper.
         She has the ability and drive to succeed but ultimately has to fail in the face of
         the altruist code that makes success impossible. She is overconfident, because she
         does not see until the end of the novel that ability and effort cannot overcome a
         moral code that leads a person to help his enemies survive at the expense of his own
         life and values.
      

      
      John Galt has the vision to see the potential of his motor, which is based on an entirely
         new concept of energy and would revolutionize the production of electricity. But he
         is visionary on an even more fundamental scale—on a scale that, in the real world,
         only an Ayn Rand or her equal could grasp or formulate. Galt’s broadest vision is:
         a complete philosophical revolution. His vision is the precondition of saving the
         world from destruction by establishing the foundation for all future production. He
         grasps that irrationalism, including altruism, is destroying the world. He identifies
         that altruism is the morality of death, and that the world’s moral code has to be
         changed so that wealth creators and all men of mind, including himself, have a chance—not
         to mention the people of lesser ability whose survival depends on them.
      

      
      Galt is also visionary in another way. He sees how his philosophy could be made to
         come to fruition: by convincing men of ability to refuse to work under the code of
         altruism and thus letting altruism destroy itself.
      

      
      Galt’s long-range purpose then becomes, first, to drain the brains of the world so
         that there will be no one left to help altruism succeed and the world would collapse—a
         process that requires twelve years. Second, he would slash away centuries of error
         and present a totally new, pro-life philosophy based on reason and egoism and make
         possible a world in which businessmen, and all men, are free to function. Third, he
         would then be free to further develop and sell his motor—and make an enormous profit.
      

      
      Passionate Love of Wealth Creation

      
      The business heroes in Atlas Shrugged are passionate valuers—they value their work because they value the process of thinking
         and creating, and, at the deepest level, the process of living itself—they love purposeful
         action. In her youth, Dagny “felt the excitement of solving problems . . . of taking
         up a challenge and then disposing of it . . . the eagerness to meet another, harder
         test” (51). Much later in the book, when she decides to leave the valley, she explains
         her reason: “I cannot bring myself to abandon to destruction all the greatness of
         the world, all that which was mine and yours, which was made by us and is still ours
         by right” (807). She loves her work too much, as well as being too confident about
         her ability to save the world.
      

      
      Francisco then acknowledges her love for her railroad but expresses the conviction
         that she will eventually join the strikers: “The only man never to be redeemed is
         the man without passion” (808).
      

      
      Rearden is not one of the irredeemable. His mooching brother Phil accuses Rearden
         of having a neurosis because he loves his work so much (34). In reality, neurotic
         obsession with one’s work does exist, but it stems from fear and self-doubt. The motivation
         is negative. The goal of such work is to relieve the doubt, but it does not work,
         because the self-doubt does not stem from lack of work achievement but from deeper
         feelings of inadequacy. Rearden’s “obsession” with his work is healthy; it stems not
         from self-doubt but from positive motivation, from love for what he is doing.
      

      
      It may be asked, what do the business heroes love more: the process of production
         or the money they make from it? The answer is: they love both. In reality, the two
         are ultimately inseparable in the realm of business. It is through production, and
         only through production (direct or indirect) that wealth is created. Money—that is,
         currency—is only a claim on actual wealth.[8] Furthermore, the money earned through past production provides the fuel for future
         production.
      

      
      The man who is willing to spend his career trying to produce without material rewards
         (e.g., for “spiritual rewards”) is a martyr. In reality, a true altruist (e.g., a
         Mother Teresa) would not be motivated to produce anything. And a man like Orren Boyle, who wants to get money without earning it through
         production, is a looter who can only survive as a parasite. Both types are anathema
         to the business heroes in Atlas Shrugged. 
      

      
      There is one other possible category to consider: a man, like Mr. Mowen, who wants
         money but does not really enjoy the process by which he makes it (i.e., does not love
         his work). A common cause of such a condition is mistakenly basing self-esteem on
         the amount of money one makes (and can show off) rather than on its real cause, reliance
         on one’s power to think.[9] Such a man is dooming himself to a lifetime of misery. His work would be drudgery,
         devoid of all pleasure. Nor will such a man be a creator. As Howard Roark says to
         Peter Keating in The Fountainhead, “To get things done you must love the doing.”[10] 
      

      
      There is no dichotomy between love of production and love of money in the business
         heroes. They hold the same view as Francisco, that “to love money is to know and love
         the fact that money is the creation of the best power within you” (412). In this sense,
         making money, rather than being shameful, is, to the business heroes—and in reality—virtuous.
         Observe also Ayn Rand’s total rejection of the widely held (Marxist) view that making
         money is a purely materialistic endeavor that has nothing to do with man’s consciousness.
         Wealth creation, as Atlas Shrugged demonstrates, is the product of man’s mind.[11] 
      

      
      The villains in the novel, of course, have a very different motivation. They have
         no ability to create and do not love—or, more precisely, they resent—both production
         and money. James agrees with the Bible that (love of) money is the root of all evil.
         He does not have any actual (positive) values at all. He does not actually want money any more than he wants to have adulterous sex with Lillian Rearden. He and
         the other villains, however, do seek to get, rather than earn, money—through scheming, manipulation, and government favors. They
         want power for the “pleasure” of destroying the real producers. (The deepest motive
         of the looters and power lusters, the Morality of Death, is explained in Galt’s speech.)
      

      
      Commitment to Tenacious Action

      
      The business heroes are not content to formulate visions and feel passionate. They
         want to act to make the visions real and the passion to lead to something concrete.
         Dagny’s commitment to action is shown in the first chapter of the book when she takes
         charge of a train stalled due to a malfunctioning signal. She feels “the hard, exhilarating
         pleasure of action” (17).
      

      
      Later, James sarcastically says to the board of directors: “My dear sister does not
         happen to be a human being, but just an internal combustion engine” (229). His observation
         has an element of truth: Dagny is an internal combustion engine, one driven to persistent
         action by thought and values. Contrary to James’s assertion, however, she is not only
         human but represents the essence of what it means to be human.
      

      
      During the first run of the John Galt Line, she thinks: “First, the vision—then the
         physical shape to express it. First, the thought—then the purposeful motion down the
         straight line of a single track to a chosen goal. Could one have any meaning without
         the other? Wasn’t it evil to wish without moving—or to move without aim?” (240–41).
      

      
      Commitment to action persists even when the heroes are faced with seemingly insurmountable
         obstacles or setbacks. When Dagny learns of the new government regulations that will
         ultimately destroy Colorado, she is horrified. She knows that Ellis Wyatt will go
         on strike and that she has to try and stop him. Her unbreached determination is revealed
         in her thoughts at this moment: “And because, were shy lying crushed under the ruins
         of a building, were she torn by the bomb of an air raid, so long as she was still
         in existence she would know that action is man’s foremost obligation regardless of
         anything he feels—she was able to run down the platform [to a telephone booth and
         try to call Wyatt]” (334).
      

      
      Rearden is equally tenacious. He recalls how difficult it was to create Rearden Metal:

      
      
         —the nights spent in the workshop of his home, over sheets of paper which he filled
            with formulas, then torn up in angry failure . . . [his staff fighting] a hopeless
            battle . . . [and thinking] “. . . it can’t be done.”
         

         
—the meals interrupted and abandoned at the sudden flash of a new thought . . . to
            be tried . . . to be worked on for months, and to be discarded as another failure
            . . . (35)
         

         
      

      It required ten years of unrelenting work before he succeeded. Even when he was totally
         exhausted, he did not quit:
      

      
      
         He saw an evening when he sat slumped across his desk . . . He was tired . . . He
            had burned everything there was to burn within him; he had scattered so many sparks
            to start so many things—and he wondered whether someone could give him now the spark
            he needed, now when he felt unable ever to rise again. He asked himself who had started
            him and kept him going. Then he raised his head. Slowly, with the greatest effort
            of his life, he made his body rise until he was able to sit upright with only one
            hand pressed against the desk and a trembling arm to support him. He never asked that
            question again. (30–31)
         

         
      

      During the furnace breakout when Francisco and he work together to stop it, Rearden
         is described as having “the exultant feeling of action, of his own capacity, of his
         body’s precision, of its response to his will” (457). Earlier in the novel he is described
         as having “joyous, boundless power” (40). No matter what burdens and setbacks Rearden
         faces—the loss of ore supplies, of coal, of copper, of competent workmen, or strangling
         government directives—he never stops taking action until the day goons try to take
         over his business by force, and Francisco explains to him the philosophical issues
         involved in this attack, his own past struggles, and the collapsing economy. One is
         reminded here of Aristotle’s concept (discussed by him in a cosmological context)
         of the unmoved or prime mover (which was his conception of God): “If everything in
         motion is moved by something, and the [prime] mover is moved but not by anything else,
         it must be moved by itself.”[12] Rearden, Dagny, and the other business heroes were self-movers in the deepest sense.
         They thought and acted by volitional choice.
      

      
      Only when the copper suppliers on whom Rearden depended are virtually destroyed by
         a new set of government edicts does he temporarily lose the desire to do anything.
         He recalls that he had never before “reached the ultimate ugliness of abandoning the
         will to act” (374), even during times of struggle and suffering. But faced with the
         use of physical force by the government, he sees that purposeful action is, right
         then, impossible. By crushing the possibility of action, by paralyzing the mind, the
         government is crushing his spirit—his love of existence, even his desire for Dagny.
         But even here, he soon regains his love of the world, his desire to act, and his romantic
         passion. His spirit is not to be destroyed by a setback.
      

      
      Dagny too was temporarily bereft of any desire to act after McNamara, the only good
         contractor left, quit. “She felt suddenly empty of energy, of purpose, of desire,
         as if a motor had crackled and stopped” (65). But, like Rearden, she recovers.
      

      
      Contrast Rearden and Dagny to Ben Nealy, Dagny’s main contractor for the John Galt
         Line. Nealy does not want to destroy the producers but resents the effort that doing
         a good job requires, especially the effort of thinking. His belief is that “muscles
         are all it takes to build anything in the world” (162). Ayn Rand is here alluding
         to Karl Marx’s erroneous view that only physical labor creates value. Nealy is not
         a villain in the novel, but his commitment to action is much weaker than that of the
         heroes. He is sullen and passive in the face of obstacles and resents being held to
         his assigned objectives. He is not a self-mover but needs constant instruction from
         Dagny. The passionate commitment to action, including the integration of thought and
         action, in the heroes of Atlas Shrugged reveals Ayn Rand’s rejection of any version of the mind-body dichotomy as well as
         her conviction that integrity is a cardinal virtue.[13] 
      

      
      Justice

      
      The business heroes are uncompromisingly pro-justice. Dagny is infuriated at the destruction
         of a competitor, the Phoenix-Durango Railroad, by the National Railroad Alliance,
         a collectivistic, private organization.
      

      
      Dagny and Rearden always seek the best talent available and pay everyone what they
         are worth. They deal with their customers through mutual self-interest. They function
         by what Ayn Rand calls “the trader principle,” exchanging value for value through
         voluntary consent.
      

      
      Dagny, Rearden, and the novel’s other heroes do not hire or reward people who do not
         deserve it. For example, consider the attempt of Rearden’s mother to convince him
         to give his worthless brother, Philip, a job. She whines:
      

      
      
         “He [Philip] wants to be independent of you.”

         
         “By means of getting from me a salary he can’t earn for work he can’t do?”

         
         “You’d never miss it. You’ve got enough people here who’re making money for you.”

         
         “Are you asking me to help him stage a fraud of that kind?”

         
         “. . . You have no mercy for anybody.”

         
         “Do you think a fraud of this kind would be just? . . . Don’t ever speak to me again
            about a job for Philip.” (208)
         

         
      

      Francisco’s pro-justice actions are focused on punishment rather than on reward or
         on the refusal to hire incompetents. The punishment, of course, is indirect. He lets
         the looters count on his judgment and productivity while actually withholding them.
         Francisco “discovers” the San Sebastián mines, and the looters take it on faith that
         the mines must be valuable, because they know that Francisco is involved. But they
         never look for any facts about the mines, nor do they investigate the political risks
         of investing within a socialist state. They buy up the stock only to see the mines
         nationalized; furthermore, the mines turn out to be worthless. The looters think they
         can get money through theft, without thinking. The justice here is that the looters,
         including the Mexican government, get exactly what they deserve: nothing.
      

      
      The same thing happens later in the novel on a larger scale when d’Anconia Copper
         is nationalized by the People’s State of Chile. The government finds that there is
         no d’Anconia Copper left to nationalize. Francisco has gradually and secretly destroyed
         it. The Chilean government gets nothing and the various looters who invested in the
         company lose everything. Again, the enraged looters get just what they deserve.
      

      
      In a different way, Ragnar Danneskjöld also promotes justice—by correcting injustice.
         He turns looted wealth into gold and deposits it into accounts that he creates for
         the business heroes in proportion to the income taxes they have paid.
      

      
      More broadly, the whole of Atlas Shrugged is a hymn to justice. The altruists loot and undermine every man of ability that
         they can get their hands on, until there are no more victims to be found. John Galt
         has taken them away. The victims have withdrawn their sanction. The looters then suffer
         the logical and just consequences of their corrupt philosophy: the total collapse
         of society. In organizing the strike, John Galt is the prime orchestrator of justice
         on a world scale. At a deeper level, however, the avenger in the novel is reality
         itself. The looters are trying to practice a contradiction. They want to enforce altruism,
         an irrational and anti-life moral doctrine, through coercion and to get wealth (at
         least temporarily), while at the same time destroying freedom and thus making production
         of wealth—and life—impossible.
      

      
      On the positive side, Galt’s speech gives the producers the justice they deserve:
         the recognition of their morality.
      

      
      Motive Power and the Profit Motive

      
      The term “motive power” is used throughout the novel. When first introduced, it refers
         to the need for engines to power Taggart Transcontinental trains. James Taggart, trying
         to explain why the railroad is running just one coal-burning engine a day on the San
         Sebastián Line, explains: “we had a little trouble with our motive power” (49). Dagny
         thinks, “Motive power . . . rested on the engines that rolled across a continent”
         (64). Eddie Willers, still referring to engines, makes a more profound statement than
         he realizes: “Motive power—you can’t imagine how important that is. That’s the heart
         of everything” (63).
      

      
      The term, even when used in the context of engines, is really a metaphor. Its deeper
         meaning (which James, Eddie, and even Dagny are unaware of) pertains to the motivation
         of men. Dagny talks about being “the motive power of her own happiness” (65) but does
         not identify the root issue. Francisco identifies it for Rearden: “Man’s motive power
         is his moral code” (455). The moral code of the business heroes is: rational egoism,
         the code that makes it possible to produce engines—and everything else on which man’s
         life depends. Given their motive power in the realm of morality, the business heroes
         are prime movers of the economy. They are to the country what the engines are to the
         train.
      

      
      The business heroes possess motive power in abundance. Rearden feels no guilt about
         the fact that he is working for himself. He tells Francisco at Lillian’s party: “the
         man who works, works for himself . . . I don’t want any part of that tripe about working
         for others. I’m not” (147).
      

      
      In his conversation with Dr. Potter of the government’s State Science Institute, who
         wants to buy the rights to (stop making) his metal, Potter asks, “Why do you want
         to struggle for years, squeezing out your gains in the form of pennies per ton . .
         . Why?” Rearden answers, “Because it’s mine” (181). At his trial, Rearden, to the astonishment of the judges and the courtroom
         audience, asserts, “I work for nothing but my own profit” (480).
      

      
      There is one point at which Rearden tells Dagny, “We’re a couple of blackguards, aren’t
         we?” (87). Later he says to Francisco, “You’re thinking . . . that I’m selfish, conceited,
         heartless, cruel. I am” (147). What he means is that Dagny and he are evil according
         to conventional morality (altruism). However, Rearden does not really believe, deep
         down, that he is a blackguard. He does not experience any genuine guilt about his
         business—in contrast to what he feels about his relationship with his wife.
      

      
      Rearden’s unjust burden is symbolized early in the novel after his gives Lillian a
         bracelet made from the first batch of Rearden Metal: “‘A chain,’ she said. ‘Appropriate,
         isn’t it? It’s the chain by which he holds us all in bondage’” (43). The irony of
         this statement is only revealed later. It is Rearden who is in bondage to his family,
         whose contemptuous treatment of him he sanctioned for years, because he did not understand
         the evil of their moral code or the virtue of his own. Even in business, though free
         of fundamental guilt, he cannot experience full moral pride, because he does not understand
         how virtuous he is.
      

      
      Rearden’s implicit philosophy is correct, but like the other business heroes, he cannot
         validate it. They do not know how to identify or defend their virtues philosophically.
         As Francisco explains to Rearden, “You have been willing to carry the load of an unearned
         punishment—and to let it grow the heavier the greater the virtues you practiced. .
         . . Your own moral code—the one you lived by but never stated, acknowledged or defended—was
         the code that preserves man’s existence” (455). Galt’s speech provides the full validation
         of rational egoism.
      

      
      Dan Conway presents an intermediate case of motive power. He is a good businessman
         who selfishly loves his work, but he does not have enough motive power to protest
         being sacrificed by the National Railroad Alliance. He accepts, at some level, the
         legitimacy of collectivism (what he calls “majority rule”) even while hating it. As
         a result, he is unable to act when confronted by a monstrous injustice.
      

      
      The villains in the novel possess no motive power at all. They possess only one weapon:
         knowing how to cash in on the morality of altruism, and thereby getting the men of
         mind to serve them by sanctioning a wrong moral code. The villains exploit their philosophically
         helpless victims—until John Galt and his allies identify and validate the moral code
         held subconsciously by the producers.
      

      
      Galt convinces them to withdraw their sanction and thereby stops the motor of the
         world. The ultimate motor was not an engine but an idea: genuine moral virtue—rational
         egoism.
      

      
      Conclusion

      
      In today’s intellectual climate, just as “business ethics” is considered an oxymoron,
         so is it considered ludicrous to pair “making money” and “virtue.” Money-making is
         widely considered to be a product of irrational, mindless greed and dishonesty. The
         selfish pursuit of profit is considered axiomatically to be evil and altruism to be
         good. No moral credit is given for making money, only for giving it away. This is
         called “giving back,” as though you took something that you had no right to. Atlas Shrugged smashes these distortions and misconceptions at root.
      

      
      Making money, which means creating wealth, is shown to be caused by virtue. But the
         virtues involved are not conventional ones such as altruism, piety, mercy, and faith.
         The core virtue is rationality, which includes taking reality seriously, which requires
         honesty. Other corollaries of reason include independence (reliance on one’s own judgment),
         integrity (taking actions consistent with one’s judgment), and justice. Productiveness
         is a consequence of reasoned action. Pride is the sum of all virtues. (Of course,
         these virtues are not only for making money. They apply to every sphere of human functioning.)
      

      
      Ability too is required to earn money. Wealth is not created by mindless manual labor
         but by creative intelligence, which includes the ability to envision products or services
         that customers value. Wealth creators must value ability in others, because any business
         exceeding a one-man shop requires the work of other (even hundreds or thousands of)
         individuals. Ability alone, of course, is not enough. Long-term effort and tenacious
         action are required to make ability pay off.
      

      
      Finally, the wealth creator must have a profoundly selfish interest in his work. He
         must put forth enormous effort, passionately love what he does, and value the rewards
         productivity brings, including money.
      

      
      These traits are not mere fictions applicable only in the universe of Atlas Shrugged. The traits that make the business heroes in Atlas Shrugged successful are the same traits that make real life businessmen successful.[14] But this earth-shaking novel provides something that, prior to its publication, no
         real businessman ever had: an explicit validation of the morality of wealth creation,
         which means: of capitalism.
      

      
      John Galt’s great gift to the businessman was this:

      
      
         I have called out on strike the kind of martyrs who had never deserted you before.
            I have given them the weapon they had lacked: the knowledge of their own moral value.
            I have taught them that the world is ours, whenever we choose to claim it, by virtue
            and grace of the fact that ours is the Morality of Life. They, the great victims who
            had produced all the wonders of humanity’s brief summer, they, the industrialists,
            the conquerors of matter, had not discovered the nature of their right. They had known
            that theirs was the power. I taught them that theirs was the glory. (1051)
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      Objectivist Epistemology as the Foundation of Marketing Theory
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      After reviewing the demise of logical empiricism as the foundation of marketing theory,
         Anderson (1983) suggests that the current trend in research is moving either toward
         epistemological relativism or the cognitive sociology of science, which is a form
         of Marxism. Kumcu (1987) confirms this view. Hunt (1991), on the other hand, argues
         that relativism is self-defeating and has given way to new developments in historical
         empiricism and scientific realism; indeed, Hunt maintains, the assaults on objectivity
         in marketing theory and research cannot be maintained without contradiction (1993).
         One view in the current marketing theory debates that has not been given a hearing
         is the epistemology of Ayn Rand. It is a theory of realism that preserves the integrity
         of objective science as the discovery of universal laws; the name of her philosophy
         is Objectivism.
      

      
      The purpose of this chapter is to present the Objectivist theory of concepts, a theory
         that claims to have solved the “problem of universals” in philosophy and, thus, to
         have paved the way for the validation of scientific induction. Justice, however, cannot
         be done to the breadth and depth of Rand’s theory in so short a space as this chapter.
         The author’s aim, therefore, is only to demonstrate to marketing scholars that Ayn
         Rand’s epistemology is worthy of examination. The first section of the chapter consists
         of an exposition of Rand’s theory. The second section indicates how the theory can
         be used to provide a foundation for theoretical research in marketing, and, as integrated
         with ideas from the Austrian school of economists, a definition of marketing.
      

      
      The Objectivist Theory of Concepts

      
      In philosophy, Rand does not begin—as many philosophers in the past, and especially
         philosophers of science in the twentieth century, have begun—midstream in epistemology
         without naming her starting point, or axiom. Her axiom is this statement: “Existence
         exists,” which, she says, “is a way of translating into the form of a proposition,
         and thus into the form of an axiom, the primary fact which is existence” (1990, p.
         3). The full statement reads: “Existence exists—and the act of grasping that statement
         implies two corollary axioms: that something exists which one perceives and that one
         exists possessing consciousness, consciousness being the faculty of perceiving that
         which exists” (1961, p. 124). From this starting point, Rand goes on to demonstrate
         the validity of her theory of concepts, thus providing the basis for scientific induction.
      

      
      The Problem of Universals

      
      The nature and origin of concepts is a major problem in philosophy. Known as the “problem
         of universals,” it asks the question: how do we get universal concepts in our minds
         from the concrete particulars that exist in the external world? We perceive individual men, but we hold in our minds the universal
         concept of “man.” The question is, to what in individual men does the concept “man”
         refer? Or, where is the “manness” in men?
      

      
      Traditional realism holds that universals are real and, therefore, exist intrinsically
         in the world external to our minds either as archetypes in another dimension of reality
         (Plato) or as metaphysical essences in the concretes (Aristotle). The standard objection
         to realism is the “I can’t find it” argument, namely: reality presents us with no
         evidence either of another dimension or of a nugget of manness in men; consequently,
         the theory must be false. Nominalism, on the other hand, the dominant theory of universals
         today, holds that universals are entirely the subjective products of our minds and,
         therefore, are mere “names” we assign to groups of concretes based on their concrete
         vague and shifting “family resemblances.”
      

      
      In the modern period of the history of philosophy, post-Renaissance philosophers failed
         to solve the problem of universals; their failure led, in the eighteenth century,
         directly to Humean skepticism and Kantian subjectivism. In the contemporary period
         of the nineteenth and twentieth centuries, logical positivism (and later, logical
         empiricism) took up the banner of science, but without attempting to solve the problem
         of universals or considering its solution possible. Thus, all twentieth-century philosophy
         of science is based on the nominalist theory of concepts. As a result, the twentieth
         century saw the flowering of the philosophy of pragmatism and of various forms of
         subjectivism, relativism, skepticism, and nihilism—all amply discussed in Hunt (1991).
         The failure to solve this problem has led marketing theorists—most, if not all, of
         whom are unaware of the philosophical problem qua problem—to become disillusioned with logical empiricism and, consequently, to experiment
         with the above-mentioned forms of relativism and Marxism.
      

      
      Ayn Rand’s theory of concepts proposes to put an end to this trend away from science
         as a quest for universal, objective principles.
      

      
      Concept Formation

      
      Conceptualization, according to Rand, is our distinctive method of cognition, the
         method by which we organize perceptually given data and thus expand our knowledge
         beyond the level of perceptual concretes. Specifically, conceptualization is our ability
         to regard entities as units—to regard an existent “as a separate member of a group
         of two or more similar members” (1990, p. 6). This, animals cannot do.
      

      
      To form a concept, we first isolate two or more perceptual concretes from a wider
         background or category; that is, we differentiate them from the background according
         to their similarities. Then, we integrate the concretes into a new mental unit by
         omitting their differences; this new mental unit is the concept, and the differences
         omitted are of measure or degree, not kind. Thus, abstraction, according to Rand,
         is essentially a process of measurement omission. Finally, the concept is symbolized
         by a word and identified by a definition; the concept is defined by naming the background
         category from which the concretes were differentiated (the genus) and by naming the
         fundamental characteristic(s) by which the concretes were differentiated from the
         background (the differentia). Thus, “a concept is a mental integration of two or more
         units possessing the same distinguishing characteristic(s), with their particular
         measurements omitted” (1990, p. 13).
      

      
      For example, to form a basic, first-level concept, such as “table,” we (in childhood)
         observe several objects in the household—one in the kitchen, one in the dining room,
         and one in the living room. We isolate or separate them from the other objects present
         in the household by noticing that they all have a certain similarity in terms of their
         shape. Shape is a measurable char- acteristic. Hence, we form the concept “table”
         in two steps: (1) by perceptually differentiating tables from other types of furniture,
         and (2) by integrating the perceptions into a new mental unit called a “concept.”
      

      
      The differentiation is achieved by noticing that the measurements of the shapes of
         tables are similar when compared to the measurements of the shapes of chairs and beds. The integration
         is achieved by omitting the measurable differences among the individual tables—that
         is, the precise measurements of shape, as well as the height, area of tabletop, number
         of supports, material from which made, etc. The differences in this case, and in most
         cases, are measured only implicitly and only approximately, (e.g., shorter and taller,
         bigger and smaller). The word “table” is then assigned to the concept, and the definition—a
         piece of furniture consisting of a flat, level surface and supports on which other,
         smaller objects are placed—identifies the referents of the concept by naming the concept’s
         genus and differentia. (The child, of course, would not formulate this precise definition
         until much later, if at all; it is not essential, according to Rand’s theory, that
         we formulate explicit definitions of directly perceivable concretes. It is essential
         with more central and more abstract concepts such as “man” and “freedom.” The use
         of “table,” therefore, is for illustration purposes only.)
      

      
      The concept now formed is universal because it is “open-ended.” It stands for and
         identifies all concretes of this type—past, present, and future—and it is valid because
         it is rooted in reality. The concept refers to real   similarities as differentiated from a background of other concretes, and it refers to a characteristic
         that is possessed by all of the concept’s units, which differ only in measure or degree;
         the concept does not refer to the concretes from which it was differentiated because
         these other concretes do not possess the characteristic within the range in question.
      

      
      Thus, the problem of universals is solved by pointing out that the process of abstraction
         as measurement omission yields universals that are based on and derived from the facts
         of reality. The universal is neither in the concretes (the realist position), nor
         is it an arbitrary, subjective name that has no connection to the facts (the nominalist
         position). It is objective, because it is a product of our distinctive mode of cognition
         that is created through strict adherence to the object of cognition, the factual concretes.
         Objective concepts, in other words, refer to facts in the world—real similarities—as
         processed by our means of cognition.
      

      
      Prerequisites

      
      Before expanding on the meaning of “measurement omission” and the role of measurement
         in forming concepts, several presuppositions to the Objectivist theory of concepts
         must be stated.
      

      
       The first two of these premises stem directly from Rand’s above-stated axiom. (For
         Rand, axioms are self-evident truths, not arbitrary assumptions [1990, pp. 55–61].)
      

      
      One presupposition is the “primacy of existence,” which means that reality is real—it
         is what it is—independent of anyone’s mind, wishes, fears, or thoughts; as Rand puts
         it, “Existence is Identity,” or A is A (1961, p. 125). A second presupposition is
         that man possesses consciousness, which is our faculty of awareness of that which
         exists; or, as Rand puts it, “Consciousness is Identification”—of reality (p. 125).
         Third, the possession of consciousness implies as a corollary that we have a means of consciousness, that is, our senses are valid to perceive reality. (Rand denies
         the dichotomy between primary and secondary sense qualities; the proper distinction
         is between man’s unique form of perception and the object of perception, because “Everything we perceive is perceived by some means” [1990, p. 281, emphasis added], that is, we perceive both color and length through
         our eyes.) Fourth, reason, through concept-formation, is our faculty of perceiving,
         identifying, and integrating the material provided by our senses; that is, reason,
         guided by logic, is our only means of knowing the facts of reality. And finally, reason,
         our faculty of conceptualization that generates, directs, and controls our awareness
         of reality, is volitional; that is, we can make mistakes, forming concepts (or other
         ideas) that contradict the facts of reality. Logic, and the (Aristotelian) laws of
         logic, is the tool we use to ensure that the content of our minds matches or corresponds
         to the external facts.
      

      
      Every one of the above premises today is disputed by contemporary philosophers. Space
         in this chapter does not permit lengthy polemics, but every one of the issues is addressed
         to some extent by Rand in her work on epistemology, as well as elsewhere in the Objectivist
         literature (Rand 1990, pp. 55–61, 150–152, 240–263; Binswanger 1986, pp. 177–180,
         478–479). Suffice it to say that Ayn Rand’s epistemology is not unlike the conviction
         of a precocious child-scientist who might say, in effect: “There’s a wonderful universe
         out there, of which I am a part; let me use my senses to their fullest and focus my
         mind—my reason—firmly on the facts, with logic as my guide, to grasp and understand
         this universe.”
      

      
      The Role of Measurement

      
      The essential original discovery in Rand’s theory of concepts is that concept formation
         is a mathematical process. Measurement is the identification of a “quantitative relationship
         established by means of a standard that serves as a unit” (Rand 1990, p. 7). Once
         a standard is established, additional units may be counted; the standard that serves
         as the unit, however, must be appropriate to the attribute being measured; indeed,
         the standard itself must be a concrete instance of the attribute being measured. Entities,
         for example, are measured by their attributes, and we measure human beings by such
         attributes as height and weight. Height is measured in inches (the inch being a concrete
         instance of length, or height), not pounds, and weight is measured in pounds (the
         pound being a concrete instance of weight), not inches.
      

      
      The purpose of measurement (and conceptualization) is to expand the range of man’s
         consciousness beyond the directly perceivable. We cannot, for example, directly perceive
         a distance of 10,000 miles, but we can conceive it. By establishing the inch or foot as a directly perceivable and specific length,
         we can measure distance. By relating the inch to the foot, the foot to the mile, and
         one mile to 10,000 miles, we can grasp the distance of 10,000 miles conceptually.
      

      
      Measurement makes an unlimited range of knowledge available to us by reference to
         a directly perceivable concrete. “The process of measurement is a process of integrating
         an unlimited scale of knowledge to man’s limited perceptual experience—a process of
         making the universe knowable by bringing it within the range of man’s consciousness,
         by establishing its relationship to man” (Rand 1990, p. 8). This, also, is precisely
         what conceptualization achieves.
      

      
      The Conceptual Common Denominator

      
      For Rand, conceptualization and measurement are two forms of the same process. One uses measurement implicitly—concept formation; the other explicitly—numerical
         measurement. Thus, the role of measurement in concept formation is that we implicitly
         identify a quantitative relationship among concretes. This is achieved by identifying
         a characteristic of the concretes that is commensurable, that is, a characteristic
         that can be measured by using the same standard unit. (The requirement of commensurability,
         please note, means that concepts cannot be formed arbitrarily; the facts of reality
         dictate whether or not two concretes possess commensurable characteristics. Note also
         that we do not have to know numerically how to measure a concrete to form a concept
         of it. Our concepts of the color spectrum were formed long before the method of measuring
         color was discovered.)
      

      
      Thus, “shape” is a commensurable characteristic of the concept “table”; that is, all
         tables possess a similar shape (along with other commensurable characteristics), differing
         only in their specific measurements. Because shape is the characteristic by which
         we distinguish tables from other types of furniture, the shape that pertains to tables—flat,
         level surface with supports—is retained in the formation of the concept, and the particular
         measurements of shape and all other measurements of tables (height, area of tabletop,
         number of legs, and so forth) are omitted.
      

      
      Rand designates a commensurable characteristic as a “conceptual common denominator,”
         or CCD for short, and defines it as “the characteristic(s) reducible to a unit of
         measurement, by means of which man differentiates two or more existents from other
         existents possessing it” (1990, p. 15). The distinguishing characteristic (or DC)
         of a concept represents a range of measurements within the CCD. Thus, the CCD of “furniture”
         is shape, but the DC of “table” is the particular kind of shape—flat, level surface
         with supports—that falls within the range of shapes possible for all types of furniture.
      

      
      “Some but Any” Principle

      
      In forming concepts, measurement omission does not mean that the existence of the
         measurements is denied. “It means that measurements exist, but are not specified. That measurements must exist is an essential part of the process. The principle is: the relevant measurements
         must exist in some quantity, but may exist in any quantity” (1990, p. 12; emphasis in original). Thus, Rand refers to concept formation
         as the “algebra of cognition,” because a concept is like the variable in an algebraic
         equation: it must be given some numerical value, but it may be given any. In this
         way, too, as with the algebraic variable, a concept does not specify the number of
         concretes subsumed under it; it represents all such concretes, past, present, and
         future.
      

      
      Thus, as Rand’s intellectual heir, Leonard Peikoff (1991, pp. 90–91), puts it in his
         systematic exposition of the philosophy of Objectivism: 
      

      
      
         Mathematics is the substance of thought writ large, as the West has been told from
            Pythagoras to Bertrand Russell; it does provide a unique window into human nature.
            What the window reveals, however, is not the barren constructs of rationalistic tradition,
            but man’s method of extrapolating from observed data to the total of the universe.
         

         
         What the window of mathematics reveals is not the mechanics of deduction, but of induction. Such is Ayn Rand’s unprecedented and pregnant identification in the field of epistemology.
         

         
      

      Advanced Concept Formation

      
      Because the science of marketing is an advanced concept—a concept of one of the products
         of consciousness—it is necessary, before applying Rand’s theory to the discipline,
         to go into still more detail.
      

      
      Abstraction from Abstractions

      
      To expand our knowledge beyond first-level, directly perceivable concretes, we form
         wider integrations and more precise differentiations by treating our first-level concepts,
         epistemologically, as the concrete data of further abstraction. In other words, a
         child who first learns the concepts “table,” “chair,” and “couch,” eventually learns
         the wider integrations “furniture,” “household goods,” and “man-made objects”; in
         the other direction, this same child comes to acquire such subdivisions of the concept
         “table” as “dining table,” “end table,” and “desk.”
      

      
      Wider integrations require more extensive knowledge and a new conceptual common denominator.
         Subdivisions require more intensive knowledge and a narrower range on the CCD of the
         concept being divided (Rand 1990, pp. 19–28). The more removed we get from directly
         perceivable entities, by forming wider or narrower abstractions, the more vigilant
         we must become in retaining the steps by which these wider or narrower abstractions
         were formed. For if we do not know or remember the steps, our knowledge will become
         disconnected from reality. To avoid the fallacy of “floating abstractions,” Rand states,
         we must be able to reduce higher-level concepts to the perceptual concretes that gave
         rise to them. An important implication of this hierarchical structure of knowledge
         is Rand’s conception of proof: proof means retracing the hierarchical steps of cognition,
         the steps by which the inductive generalizations used in the formation of concepts
         and propositions were made. Proof, in other words, is not synonymous with deductive
         syllogism, and all cognition, fundamentally, is inductive.
      

      
      Concepts of Consciousness

      
      Consciousness is our faculty of awareness—awareness of the facts of reality that are
         external to our minds, and awareness of the contents of our minds. Man becomes self-conscious
         through the formation of such concepts of consciousness as “thought,” “imagination”
         (which gives us such fictional concepts as “gremlin”), “evaluation,” and “emotion,”
         and such concepts of the products of consciousness as “knowledge,” “science,” and
         “physics.”
      

      
      These concepts of consciousness are formed by focusing on two fundamental attributes,
         which constitute their conceptual common denominator: the content of consciousness
         and the action of consciousness with respect to its content. The content of consciousness
         is some aspect of the external world, or some derivation from it, and is measured
         by the methods applicable to the external world. The actions of psychological processes
         are measured in terms of their intensity, and then only approximately—because there
         exists as yet no exact method of measuring all the actions of consciousness.
      

      
      Therefore, Rand states:

      
      
         A concept pertaining to consciousness is a mental integration of two or more instances
            of a psychological process possessing the same distinguishing characteristics, with
            the particular contents and the measurements of the action’s intensity omitted—on
            the principle that these omitted measurements must exist in some quantity, but may exist in any quantity (that is, a given psychological process must possess some content and some
            degree of intensity, but may possess any content or degree of the appropriate category). (1990, pp. 31–32)
         

         
      

      For example, the concept “thought” is formed by focusing on and then omitting both
         the content of any particular thought process and the intensity—the length of the
         conceptual chain involved—of the intellectual effort. Hence, “thought” is defined
         as a “purposefully directed process of cognition” (p. 32).
      

      
      Concepts pertaining to the products of psychological processes “are formed by retaining their distinguishing characteristics
         and omitting their content.” The nature of the psychological process, not its intensity,
         is what is relevant here. Thus, “knowledge” is the “mental grasp of a fact(s) of reality,
         reached either by perceptual observation or by a process of reason based on perceptual
         observation” (1990, p. 35). The particular facts are omitted.
      

      
      Definition

      
      The final step in concept formation is the definition. A definition, according to
         Rand, identifies the nature of a concept’s units by naming the wider category, or
         genus, from which the units were differentiated and the units’ fundamental distinguishing
         characteristic, or differentia. Thus, a definition (through its genus) establishes
         the context in which the concept arises and the hierarchical relationship of one concept to another, and (through its differentia) it identifies
         the essential characteristic that makes a unit what it is, an essential characteristic being a
         fundamental characteristic, that is, the one that makes the greatest number of other distinguishing
         characteristics possible and explains the greatest number of others. But concepts—and
         this is an important point in Rand’s theory—stand for all of the characteristics of an entity, even those not yet discovered; they are not
         analytical tautologies that simply equal their definitions (Peikoff 1990, pp. 94–106).
      

      
      Further, the essence of a concept—and this is another one of Rand’s original identifications—is
         objective, not intrinsic (the traditional realist view) or subjective (the nominalist view).
         Essences are classification devices of our—specifically human—method of cognition
         based on the identification of characteristics that exist in reality. Essences are
         “determined contextually and may be altered with the growth of man’s knowledge” (Rand
         1990, p. 52). Hence, they do not exist, as it were, as little banners sticking up
         from the concretes (cf. p. 139), nor are they subjective creations of our minds; they
         are neither revealed nor invented. Essences are the products of our way of classifying,
         condensing, and integrating the facts of reality; they can and do change as our knowledge
         grows. (Following the same reasoning, according to Rand, values also are concepts and are, therefore, objective, not intrinsic or subjective. See Rand [1966, pp. 21–27].)
      

      
      Concepts, consequently, according to Rand’s principle of “unit-economy” (1990, pp.
         62–65), are condensations of vast amounts of knowledge, “which make further study
         and the division of cognitive labor possible” (p. 65). Man’s mind is limited and can
         hold in conscious awareness at any one time only a few units. Concepts, therefore,
         perform (as do numbers, when we make numerical measurements) the indispensable cognitive
         function of reducing large quantities of knowledge to a few retainable units; these
         units, then, become the equivalent of perceptual concretes from which we can perform
         further abstraction. It is the principle of unit–economy that identifies the cognitive
         ability—and power—of man’s consciousness. It is this principle that explains why definitions
         must be stated in terms of essential characteristics and why man, for example, in
         a discussion—if his concepts are correctly formed and defined—can recall instantaneously
         all, or most, of the information he has acquired to date that is contained in the
         concepts he is using. As a prescriptive principle, therefore, “unit-economy” says:
         reduce and economize as much as possible the number of concepts used in the formulation
         of definitions and propositions. The more economical our knowledge, the easier it
         is for us to go on to the discovery of new knowledge.
      

      
      Concepts, to use Rand’s metaphor, are file folders in which new information is stored
         as it is acquired. The quantity of knowledge that a child holds about “man” may differ
         from that of an adult, and an average adult’s knowledge may differ from that of a
         medical doctor or of a psychologist. But the concept (the file folder) remains the
         same for everyone. What may change, as our knowledge grows, is the definition of the
         concept, which includes the choice of essence. Man’s consciousness, therefore, is
         a highly complex storehouse of knowledge that requires constant maintenance. Definitions
         are the means—the summary means—by which we reduce and retain the quantity of knowledge
         that represents one concept and names the relationship of that concept to all others
         (Rand 1990, pp. 62–29; Peikoff 1990, pp. 102–104).
      

      
      Application to Marketing Theory

      
      The Objectivist theory of concepts can now be applied to marketing theory, with the
         following disclaimer: the application below of Objectivist epistemology to marketing
         theory is solely the author’s interpretation. Ayn Rand did not apply her theory to
         any of the special sciences.
      

      
      Marketing Is a Concept of Method

      
      In Rand’s theory of concepts, a sub-category of concepts pertaining to products of
         consciousness is called “concepts of method.” These concepts “designate systematic
         courses of action devised by men for the purpose of achieving certain goals. . . .
         [They] are formed by retaining the distinguishing characteristics of the purposive
         course of action and of its goal, while omitting the particular measurements of both.
         . . All the applied sciences (that is, technology) are sciences devoted to the discovery
         of methods” (1990, p. 35–36). The “purposive course of action” need not be purely
         psychological, but, as in the case of the applied sciences, may require both psychological
         and physical actions.
      

      
      Logic, as an example of a purely psychological method, is defined as the art of non-contradictory
         identification of the facts of reality. This definition names the distinctive actions
         of consciousness that constitute a process of logical inference (non-contradictory
         identification) and the goal of logic (knowledge). It omits “the length, complexity
         or specific steps of the process of logical inference, as well as the nature of the
         particular cognitive problem involved in any given instance of using logic” (1990,
         p. 36). Logic, Rand states, is the fundamental concept of method; it is the necessary tool by which we acquire and maintain
         objective knowledge. Medicine and the method of drilling for oil, for example, are
         concepts of method requiring both psychological and physical actions.
      

      
      Rand’s epistemology indicates that marketing is a concept of method, an applied science
         devoted to discovering the proper methods of creating customer satisfaction. The goal
         of marketing is the satisfaction of customers; the purposive course of action, that
         is, the means to the goal, is market identification and development of the traditional
         four P’s. As an applied science, marketing is positioned on the same level in the
         hierarchy of sciences as medicine and engineering (cf. Hutchinson 1952). This means
         that marketing derives its most basic principles from more fundamental sciences. Marketing,
         indeed, does rest on the sciences of psychology and economics, just as engineering
         rests on the sciences of physics and chemistry. All of these sciences, in turn, rest
         on the most fundamental science of all: philosophy, specifically epistemology.
      

      
      The implication here for the applied sciences is that to the extent that a science
         is applied, it will be deductive; this means that marketing’s most basic premises must be deduced from the more general
         principles of psychology and economics. The problem to date in applying these sciences
         to marketing is that neither psychology nor economics has been founded on a sound
         epistemology and, consequently, many of their principles correspond rather dubiously
         to the facts.
      

      
      Induction, to be sure, plays a crucial role in all sciences—because fresh observations
         of an aspect of reality heretofore not studied are what give rise to new sciences.
         The epistemological principle that emerges here is (Rand 1990, p. 28): “The process
         of observing the facts of reality and of integrating them into concepts is, in essence,
         a process of induction. The process of subsuming new instances under a known concept
         is, in essence, a process of deduction.”
      

      
      Thus, the method of arriving at marketing theory will require both deduction and induction—deduction
         from the more fundamental sciences of psychology and economics, and induction from
         observation of the actions of practitioners.
      

      
      Theoretical Research in Marketing

      
      A theory, according to Rand, is “a set of abstract principles purporting to be either
         a correct description of reality or a set of guidelines for man’s actions” (1982,
         p. 17). Thus, theories can be either descriptive or prescriptive—most probably are
         both, as is marketing, because descriptive principles can readily be converted into
         guidelines for man’s action. A large number of prescriptive principles of marketing
         are already known and taught, namely the ones now taught in Principles of Marketing
         courses, such as “know your market,” “without a good product, you have nothing,” “develop
         price leadership by keeping costs low and quality high,” “the execution of an advertisement
         must not upstage its selling message,” and “treat your middlemen and suppliers as
         intermediate customers.” All of these principles have been formulated inductively
         by observing the actions of marketing practitioners.
      

      
      What is not as well known are the principles that integrate marketing as an applied
         science with its parent disciplines: psychology and economics. Psychology as a science
         is still in its infancy—it “has not yet found a Plato, let alone an Aristotle, to
         organize its material, systematize its problems and define its fundamental principles”
         (Rand 1988, p. 24). Further, the dominant schools of thought today—psychoanalysis
         and behaviorism—do not acknowledge that man is conscious or that he has volitional
         control over his own life. Cognitive psychology, at least, is a step forward, because
         it does acknowledge that man is conscious, but it still denies free will. The current,
         undeveloped state of the science of psychology—aside from other polemical, methodological
         issues, which cannot be discussed in this short chapter—should cast doubt on the value
         of much consumer behavior research that is now conducted. Needless to say, in the
         author’s judgment, a great deal of theoretical research must be done first in psychology
         before it can be applied fruitfully to marketing.
      

      
      Economics, on the other hand, does have a developed theory, which can give foundation
         and insight to marketing theory, but it is not the “perfect competition” theory of
         the “neoclassical” or “Chicago” schools. The developed theory is that of the Austrian
         school of economists (Menger 1981; Böhm-Bawerk 1959; Wieser 1956; Mises 1966), which
         has not hesitated to dismiss “perfect competition” as not only an impractical concept,
         but also as false. The reason Wroe Alderson and his colleagues abandoned economics
         as a foundation of marketing is that they, too, saw “perfect competition” as a theory
         transparently incompatible with the facts of marketing reality. As a result, they
         struck out on their own to construct, independently of economics, a theoretical foundation
         of marketing. Today, there still is no developed or generally accepted theory of marketing.
      

      
      Unfortunately, few of Alderson’s followers picked up on the ideas of the Austrians.
         Alderson (1957, pp. 22 and 80; 1967) was at least familiar with Mises and Böhm-Bawerk.
         For recent work applying Austrian economics to marketing theory, see Reekie and Savitt
         (1982) and Kirkpatrick (1982; 1991; 1994). For an attempt to integrate a basic principle
         of economic theory—namely, that there is a tendency toward the establishment of a
         uniform rate of profit across all industries in a free market—with the concepts of
         the product life cycle and the wheel of retailing, see Kirkpatrick (1986). It is such
         work—the application of sound economic principles, specifically the principles of
         the Austrian economists, to marketing theory—that needs to be done in the coming years.
      

      
      The Definition of Marketing

      
      Over the past ninety years, the quantity of knowledge about marketing has increased
         rapidly. This growth in knowledge has affected the definition of the discipline (a
         phenomenon, incidentally, that Rand’s theory of the contextual nature of definitions
         explains). At first, marketing was viewed essentially as the distribution function
         of business. Later, it was conceived as advertising, selling and distribution. Today,
         with a full array of functions comprising the marketing mix—whether it be Borden’s
         (1964) twelve or McCarthy’s (1960) four—marketing is viewed as one of the two or three
         fundamental operating functions of a business. Using Rand’s theory of concepts as
         epistemological precondition for arriving at objective definitions and the Austrian
         economists’ theory of entrepreneurship as essential context for forming business concepts,
         a definition of marketing now can be formulated. (Rand and the Austrians do disagree
         significantly in epistemology and ethics, but agree substantially in politics and
         economics.)
      

      
      There are only two fundamental operating functions of a business: finance and marketing.
         These two concepts are units of a single genus: entrepreneurship. Entrepreneurship
         is the business activity of perceiving, ahead of anyone else, profit-making opportunities
         that exist in the marketplace and, more importantly, of acting to take advantage of
         those opportunities (cf., Mises 1966, pp. 327–329; Kirzner 1973, pp. 30–87). The financial
         entrepreneur provides the capital to the marketing entrepreneur who creates the product
         and then delivers it to the market. Both are risk takers in the sense usually applied
         to entrepreneurs. The crucial characteristic of entrepreneurship, however, that applies
         both to finance and to marketing is the initiation of action ahead of anyone else.
         The entrepreneur, as the French etymology indicates, is the one who “undertakes” action.
         (There are, of course, many “Platonic” entrepreneurs, many of them inventors, who
         have better ideas ahead of anyone else but fail to put the ideas into action; true
         entrepreneurship, however, is “Aristotelian,” that is, true entrepreneurs are the
         ones who act on their ideas.)
      

      
      The conceptual common denominator, using Rand’s terminology—that is, the commensurate
         characteristic—that unites finance and marketing with entrepreneurship is the specific
         kind of awareness (of profit-making opportunities ahead of the competition) that both
         must have, and what differentiates the two is the specific kind of action (of taking
         advantage of the opportunities) that each must initiate. The financial entrepreneur
         raises capital, issues debt, and in general provides, metaphorically, the financial
         superstructure of a profit-making skyscraper. The marketing entrepreneur, so to speak,
         provides the floors, windows, and offices (the product) and the elevator and stairs
         (the product’s means of distribution).
      

      
      Indeed, using Rand’s principle of “unit-economy,” the traditional five functions of
         marketing (market identification and the four P’s) can be further condensed to two.
         These two functions—innovation and delivery—in the author’s judgment, better indicate
         the entrepreneurial nature of marketing. The innovation function consists of market
         research or market identification (that is, market research for the purpose of market
         identification), and, of the four P’s, product and pricing strategies. The delivery
         function, of the four P’s, consists of promotion and distribution strategies.
      

      
      The purpose of entrepreneurial marketing is to innovate—to come up with new ideas
         (new products) at prices that consumers can afford and are willing to pay—by conducting
         research to identify what the consumers’ needs and wants are, then to deliver the
         new idea or product to the consumers. Promotion is a part of the delivery function
         because information must be “delivered” to the consumer, just as the product itself
         must be delivered. Thus, the definition of marketing is: the entrepreneurial function
         of business that creates need- and want-satisfying products, then delivers them to
         consumers.
      

      
      Note that these two functions of entrepreneurial marketing are similar to the two
         functions of entrepreneurship proposed by Drucker (1974, pp. 61–64), namely, marketing
         and innovation. Drucker, however, seems to be using the term “marketing” in a narrower,
         more tactical sense than the present writer; that is, according to Drucker, someone
         else generates the new product idea, but the marketer’s job is to conduct market research
         for the purpose of delivering the good to customers. (The present writer’s definition
         focuses more on the strategic aspects of marketing than does Drucker’s.) In other
         words, Drucker is using “marketing” in the sense that the author is using the concept
         of “delivery.” The present definition of marketing as entrepreneurship, nevertheless,
         basically concurs with Drucker’s (cf. Kirkpatrick 1982; Reekie and Savitt 1982; Simmonds
         1986).
      

      
      Note also that operations has been subsumed under marketing. (“Production” is too
         broad a term to use here, for it means, in its economic sense, the creation of value,
         which applies not only to manufacturing but also to the provision of services, as
         well as to advertising, selling, and distribution.) The operational function of a
         business—the part of the business that makes the product, be it a good or service—must
         be subservient to, or rather be a part of, marketing, because all decisions about
         making products must be made with the satisfaction of consumer needs and wants in
         mind. The incorporation, therefore, of manufacturing and engineering into marketing
         is, in the judgment of the present writer, the ultimate consequence of the movement
         toward the adoption of the “marketing concept.”
      

      
      Conclusion

      
      For more than forty years, marketing scholars have been searching for a theoretical
         foundation of their discipline. Marketing scholars should take the ideas of Ayn Rand
         seriously.
      

      
      Rand’s ideas are radical; they are indeed controversial; and they are, to be sure,
         not widely accepted. Lack of acceptance, however, or their controversial nature, is
         hardly a rational criterion by which ideas should be kept from scholarly debate. Rand’s
         theory of concepts provides original answers to fundamental questions. If studied
         and applied to other areas, it could well revolutionize the philosophy of science.
         Academia used to be called the “citadel of reason,” the battleground of ideas and
         the stronghold of the dispassionate search for the truth. Marketing scholars are invited
         to “join the discussion,” to open themselves up to an examination of Objectivist epistemology,
         and of Objectivism, generally, and to apply Rand’s philosophy to the fundamentals
         of marketing theory. Let the challenge of the new, not the stagnation of the old,
         stimulate your thinking.
      

      
      Ayn Rand’s theory of concepts, in the author’s judgment, therefore, is offering scholars
         nothing less than an epistemological revolution.
      

      
      Note

      
      
         This chapter was originally published in the AMA Winter Educators’ Conference Proceedings, Vol. 5, C. Whan Park, ed. (1994), pp. 118–125. Reproduced with permission of the
            American Marketing Association.
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      Business and the Free Society

      
      Advocates of the free society think of business as an integral part of the dynamic,
         progressive society they advocate. In the West, the rise of a culture hospitable to
         business has unleashed incalculable productive energies. Business professionals have
         taken the products of science and revolutionized the fields of agriculture, transportation,
         and medicine. Business professionals have taken the products of art and dramatically
         increased our access to them. We have more food, we are more mobile, we have more
         health care, we have more access to works of fiction, theater, and music than anyone
         could reasonably have predicted a few centuries ago. The result of business in the
         West, and more recently in parts of the East, has been an enormous rise in the standard
         of human living. We have gone, in the space of a few centuries, from a time in which
         perhaps ten percent of the population lived comfortably while ninety percent lived
         near subsistence to a time in which ninety percent live better than comfortably and
         ten percent live near subsistence. And we haven’t given up on the remaining ten percent.
      

      
      Intellectuals who study the free society have, in the fields of economics and politics,
         a good understanding of what makes this possible: individualism. In economics there
         exists a well-worked-out understanding of how—starting with autonomous individuals
         engaging in voluntary transactions—goods, services, and information flow efficiently
         to where they are needed. In politics there exists a good understanding of how protecting
         individual rights and limiting government power prevent the arbitrariness and stultification
         that suppress individuals’ creativity and incentive in all areas of life. This is
         not to say that individualist theories in economics and politics have carried the
         day; but they have had a major impact, they have had and continue to have many able
         advocates, and even their opponents give them a respectful hearing.
      

      
      The same is not true, however, for individualism in ethics. Individualism in ethics
         is the thesis of egoism: the view that the individual is the standard of value, that
         individuals are ends in themselves. But traditional ethics has always found egoism
         to be highly problematic. So, it has always found large-scale and consistent expressions
         of egoism problematic—such as those in the business world. The business world is a
         network of individuals, each with his own agenda in life, each working primarily for
         his own profit, and each interacting with others only if it is to his benefit. Business
         is a social world governed by self-interest and moral evaluations of self-interest
         that determine moral evaluations of the business world.
      

      
      My purpose in this chapter is to defend the egoism that the business world depends
         upon. Business is about production and trade. Production is a consequence of individuals’
         taking responsibility for their lives and exercising rational judgment about their
         needs and how to fulfill them. Trade is a consequence of productive individuals’ willingness
         to interact cooperatively to mutual benefit. These principles—responsibility, rationality,
         cooperation—are core principles in any healthy moral system, and they form the core
         principles of the business world.
      

      
      Of course, not all individuals in the business world act responsibly, rationally,
         and cooperatively. Such problem cases are, however, aberrations. Business exists and
         flourishes to the extent individuals in the business world are productive and cooperative,
         so the major part of business ethics should be about what principles enable individuals
         to function productively and cooperatively. But because of the problems that can be
         created by irresponsible, irrational, and uncooperative individuals, part of business
         ethics deals with how productive individuals should solve the problems caused by the
         irresponsible.
      

      
      This thesis, however, implies a recasting of current business ethics, since the currently
         dominant models hold the reverse—that business is, in principle, amoral or immoral,
         and that ethical behavior is the exception.
      

      
      My thesis is that the core of business is moral, just as the core of any valid profession
         is moral: education, science, art. The profession of education creates value: the
         transmission of knowledge from one generation to the next. The profession of science
         creates value: the discovery of new knowledge. The profession of art creates value:
         objects that express and evoke important human themes. In each profession, some individuals
         act unethically. But such individuals are quite rightly not taken as representative
         of the nature of education, science, and art.
      

      
      Business, however, is placed by most ethicists in a special, problematic category.
         In doing so, most contemporary business ethics does business a disservice. Worse than
         that, its proposed cures are plagued with intended and unintended consequences that
         are often much worse than the problems it is attempting to solve. So, my task today
         is fourfold.
      

      
      
         	
            
            To delineate the axioms of current business ethics—namely that self-interest and the
               profit motive are not moral, and that selflessness is required for ethical behavior.
            

            
         

         
         	
            To probe the underlying ethic-theoretical considerations that lead to the rejection
               of self-interest and the promotion of selflessness—namely, that economics is a zero-sum
               game and that human nature is inherently destructive.
            

            
         

         
         	
            To argue that a rational conception of self-interest solves the problems caused by
               taking human nature to be destructive or economics to be zero-sum—namely that humans
               are ends in themselves, that requirements of production are primary in ethics, and
               that reason applied to production eliminates the zero-sum scenario.
            

            
         

         
         	
            To sketch what an ethic of rational self-interest implies for business ethics—namely,
               that all parties be seen as self-responsible agents who interact only to mutually
               agreed-upon terms.
            

            
         

         
      

      
      The Contemporary Literature: 
Business as Amoral or Immoral
      

      
      In the current literature in business ethics, business is assumed to be at best an
         amoral enterprise, and the expectation is often that business practice is more likely
         than not to be immoral.
      

      
      The reason for this is a nearly universally held thesis among business ethics: that
         moral considerations and the considerations that generally drive business are in completely
         different categories. Business is driven by self-interest and profit, but for all
         major business ethicists self-interest and profit are either amoral or immoral.
      

      
      Alex Michalos, philosopher and editor-in-chief of the Journal of Business Ethics, writes: “Insofar as one is acting primarily in the interest of increasing profit,
         it is trivially true that one’s primary interest is not in doing what is morally right.”[1]   Michalos’s point is that it is not even arguable that profit-seeking and moral
         behavior are in different categories.
      

      
      Two philosophically informed business professors write in Academy of Management Review: “Two normative views are common. . . . The first holds that, because executive level
         managers are agents for shareholders, maximizing the present value of the firm is
         the appropriate motivating principle for management. The second (e.g., normative stakeholder
         theory) holds that principled moral reasoning ought to motivate management decisions.”[2]   Here we contrast moral reasoning with maximizing the firm’s owners’ self-interest.
      

      
      Amartya Sen, Harvard philosopher and economist, writes in a book on the relation between
         ethics and economics: “The self-interest view of rationality involves inter alia a
         firm rejection of the ‘ethics-related’ view of motivation.”[3]   Here we contrast self-interested motivation and ethical motivation.
      

      
      Al Gini, co-author with leading business ethicist Tom Donaldson, said, “Doing the
         right thing because it’s fashionable or in your own best interest doesn’t ethically
         count—even if the desired results are achieved.”[4]   Here we read that ethics is not concerned with self-interest.
      

      
      The list could be extended indefinitely. It is worth noting that the above quotations
         are taken from moderates in business ethics (i.e., from those who do not see themselves
         as in principle hostile to business or as wanting total government regulation of economic
         activity). The point is simply that the separation of ethics and self-interest is
         taken as axiomatic in current business ethics literature.
      

      
      Participants in the literature then divide into two groups:

      
      
         	
            
            Those who think morality and self-interest are in different categories—but do not
               think there is a general antagonism between the two.
            

            
         

         
         	
            Those who think morality and self-interest are in different categories—and that there
               is a general antagonism between the two.
            

            
         

         
      

      
      Members of the first group hold that the results of self-interested and moral consideration
         will sometimes conflict and sometimes coincide. The general purpose of business ethics,
         then, is to get businesses always to consider their actions from a moral in addition
         to a self-interested perspective and, if a conflict should arise, to be willing to
         sacrifice self-interest.
      

      
      Members of the second group argue that morality is opposed to self-interest. For example,
         philosopher Norman Bowie writes: “The conscious pursuit of self-interest by all members
         of society has the collective result of undermining the interests of all.”[5]   Business ethicist Oliver Williams reports the conclusion of a conference on business
         ethics: “there would be no facile resolution of the conflict between the values of
         a just society and the sharply opposing values of successful corporations.”[6]   William Shaw and Vincent Barry, authors of a widely used business ethics textbook,
         write: “Morality serves to restrain our purely self-interested desires so we can all
         live together.”[7]   In each case, self-interest is the enemy—of justice, morality, and the collective
         interest. Again, the list of quotations could be extended indefinitely.
      

      
      For members of this second group, accordingly, the general purpose of business ethics
         is different: it is to oppose the self-interested practices of business in the name
         of morality, to try to get businesses generally to limit their profit seeking, to
         get businesses to distribute more altruistically what- ever profits they do make,
         and to strengthen other social institutions capable of opposing the advance of business
         interests.
      

      
      Business Ethics in The Context of the 
History of Ethics
      

      
      In the context of the history of ethics, this is not surprising. Business ethics is
         an applied discipline, and one would expect it to apply the dominant ethical theories.
      

      
      In Plato and to a lesser extent in Aristotle, we read that practical concerns are
         low and vulgar. It follows that business, as an inherently practical enterprise, is
         hardly worthy of esteem. Given the place of Plato and Aristotle on the intellectual
         landscape, we have a partial explanation of the disdain that members of the cultural
         elite have always exhibited toward business.
      

      
      In Immanuel Kant we read that there is an absolute duality of moral motivation (duty)
         and interest motivation (inclination): any hint of an interest destroys the moral
         worth of an action.[8]   But since business is driven by interests, it follows that business is inherently
         amoral.
      

      
      In John Stuart Mill we read that altruistic self-sacrifice for the collective is the
         standard of morality and that there is nothing worse than someone interested primarily
         in his own “miserable individuality.”[9]   But obviously business is driven by self-interest rather than altruism, individualism
         rather than collectivism, the profit motive rather than the motive of self-sacrifice;
         so business is immoral or amoral.
      

      
      In Christianity and Marxism, we read the same moral themes: collectivism and human
         sacrifice. Christianity’s core parable is Jesus’s voluntarily undergoing crucifixion
         in order to cleanse humans of their sins. The parable illustrates (1) the necessity
         of human sacrifice: Jesus is strong and moral while the others are weak and immoral,
         and we solve the problems of the weak and immoral by sacrificing the strong and moral;
         and (2) collectivism: all humans get a share of Jesus’s sacrifice whether they have
         earned it by their own efforts or not. (The same theme of collectivism is illustrated
         in the doctrine of Original Sin: responsibility is not individual; rather, all humans
         bear the responsibility for Adam and Eve’s actions.) Marxism’s core slogan is “From
         each according to his ability, to each according to his need.”[10]   The slogan illustrates (1) the necessity of human sacrifice: some humans are strong
         and able while others are weak and needy, and we solve the problems of the weak and
         needy by sacrificing the strong and able; and (2) collectivism: each individual is
         seen as a collective asset, and his assets are redistributed to everyone, whether
         they have earned it or not. For both Christianity and Marxism, self-interest and morality
         are opposed.
      

      
      So it is not surprising that the discipline of business ethics today is simply applying
         to business what the dominant voices in the history of ethics have been saying for
         thousands of years.
      

      
      This in turn explains why business ethicists tend not to be shy in calling for businesses
         to sacrifice their profits and why most business professionals are uneasy about the
         subject of business ethics. Business professionals are concerned with their self-interest,
         with making profits, and are well aware that most business ethicists, carrying the
         mantle of moral authority, either frown upon such things or put them in the category
         of lower priorities.
      

      
      The duality of self-interest and morality is taken as a general and fundamental philosophical
         thesis in current business ethics, and it is as a general philosophical thesis that
         it must be addressed and, in my view, rejected. Defenders of business can and have
         expended great energy showing that particular self-interested business practices are
         both productive and win/win—the formation of limited corporations, the introduction
         of futures and “junk” bonds, and so on. But these particular demonstrations have done
         little to lessen general suspicion of about business.
      

      
      An analogy to some brands of environmentalism is helpful here. For some environmentalists,
         the beliefs that we are running out of resources and that industrial chemicals are
         poisoning everything function psychologically as general, axiomatic truths. Scientists
         and other experts can refute a particular fear—e.g., by showing that there is still
         plenty of oil and that Alar is benign—but the general thesis is left untouched: the
         environmentalist is still primed to expect the worst, and will continue to expect
         the worst even if the next dozen scares turn out to be groundless. Similarly, the
         general thesis that self-interest is outside of morality leads to a general suspicion
         of self-interest in business. So, explaining, e.g., that some kinds of insider trading
         are not so bad after all is not going to change anyone’s mind about the moral status
         of business: most ethicists will still be primed to expect the worst from the next
         manifestation of self-interest. It is the general thesis about self-interest that
         must be addressed.
      

      
      So why have philosophers traditionally put morality and self-interest in different
         categories?
      

      
      Self-Interest as Amoral/Immoral

      
      Self-interest is argued to be a problem in business in two ways. First, the profit
         motive can lead one individual to harm another—that is, self-interest leads to sins
         of commission. For example, a standard argument about insider trading is that the
         insider is in a position to take unfair advantage of the outsider, and his self-interest
         leads him to do so. Second, the profit motive can lead individuals not to help the
         less fortunate—that is, self-interest leads to sins of omission. For example, the
         standard argument against plant relocations is not that the company is harming the
         rights of the workers; rather, since the workers will be in a more desperate situation,
         the moral company would be willing to give up the profit opportunities that a plant
         relocation would offer them.
      

      
      The sins of commission worry is that self-interest puts individuals at odds with their
         obligations not to harm the interests of other individuals, and the sins of omission
         worry is that self-interest puts individuals at odds with their obligations to be
         altruistic. In both cases, morality is seen as requiring self-sacrifice. To avoid
         sins of commission I have to sacrifice an opportunity to gain, and to avoid sins of
         omission I have to sacrifice an asset. In both cases, conflicts of interests among
         individuals are taken to be fundamental. Let us take self-interest’s two kinds of
         “sins” separately.
      

      
      Self-Interest and Sins of Commission

      
      In greater detail, the sins-of-commission argument runs as follows:

      
      We start by noting conflicts: business versus consumer (fraudulent advertising, monopolistic
         pricing); business versus employees (racist/sexist hiring, plant relocations); business
         versus other businesses (cut-throat pricing, insider trading).
      

      
      We ask, What causes the conflicts? (a) Self-interest: In order to make a profit, the
         business is willing to cheat its customers, exploit its employees, do nasty things
         to competitors, harm the environment; (b) Relative weakness: Consumers, workers, some
         competitors, the environment are not in a good position to defend themselves.
      

      
      We next ask, What are the consequences of such conflicts? The stronger party prevails,
         and the weaker party loses.
      

      
      We then generalize the problem: self-interest/the profit motive and the existence
         of inequalities of ability and power cause conflicts of interest and lead to the strong
         profiting at the expense of the weak.
      

      
      Next we offer general ethical and political solutions: (a) Ethical: We require businesses
         to restrain their self-interest—i.e., to forego profit opportunities; (b) Political:
         We ask the government to regulate or impose restraints on business, and we ask the
         government to grant special rights to the weaker parties and/or limit the rights of
         the stronger parties.
      

      
      So we get the negative solution: Business ethics is primarily about restraining self-interest
         and profit seeking.
      

      
      The starting point of this analysis is also that there are fundamental conflicts of
         interest between businesses, consumers, and employees, and among businesses themselves.
         Once the conflicts are allowed as fundamental, one has to make a principled choice:
         Is one pro-business (and thereby anti-consumer and anti-labor), or pro-consumer and
         pro-labor (and thereby anti-business)?
      

      
      The most important question here is: Why should we take conflicts of interest as fundamental?
         What is the source of this premise? If we are to say that a general and fundamental
         truth about morality is that self-interest should be sacrificed or set aside, then
         we must have as a premise that as a fundamental and general truth, interests conflict.
         So the question is: Why are there seen to be general conflicts of interest?
      

      
      Two global considerations about the human condition have traditionally been used to
         show that conflicts of interests are fundamental to the human condition. One is a
         premise about human psychology and biology; the other is a premise about economics.
      

      
      Limited Resources

      
      Let us take up first the economic premise: The claim that we live in a world of scarce
         resources. The concept of scarcity is used in a number of ways. A fairly neutral way
         is to say that humans always want more than they have. This is not the way in which
         it is used to attack self-interest. If the problem is simply that we want more, we
         can say that the solution then is to produce more. But in traditional ethics, producing
         our way out of scarcity is not seen as an option. Scarcity is used in a Malthusian
         or zero-sum sense: there is not enough to go around. This puts us in conflict with
         each other: Your need for food, for example, and my need for food cannot both be satisfied,
         so one of us has to sacrifice or be sacrificed. The problem then is deciding who it
         should be.
      

      
      This is the reason for the popularity of lifeboat scenarios. Lifeboat scenarios illustrate
         what is often seen to be a fundamental economic fact that morality has to react to:
         That your self-interest and my self-interest are in fundamental conflict because of
         economic scarcity.
      

      
      A lifeboat situation gives us a tough choice. The choice is either to act in stereotypically
         selfish fashion or to act altruistically. If I put my self-interest first, I will
         take whatever steps necessary to ensure that I get enough food and drink, thereby
         ensuring that someone else dies. I gain at the expense of someone else. If I put others
         first, I willingly sacrifice myself for the sake of someone else. Others gain at my
         expense. On the one hand, if everyone or anyone puts his self-interest first, a free-for-all
         battle will ensue, thus endangering the safety of the boat. On the other hand, an
         uncritical altruism might result in the only person with navigational skills throwing
         himself overboard, thus endangering the safety of the boat. Consequently, the argument
         runs, the reasonable thing is to adopt a collectivist standpoint—we should all put
         our self-interests aside and think what’s best for the boat as a whole: Whose needs
         are greatest, who has the most to contribute to the boat’s survival?
      

      
      What this implies for moral philosophy is that self-interest is dangerous. In a world
         of scarce resources, self-interest leads to brutal competition, the harming of the
         weak by the strong, and the endangerment of society as a whole. What this implies
         for business is that profits must be made at the expense of others. In a world of
         scarce resources, business is fundamentally a zero-sum game: The profit motive leads
         to brutal competition, the exploiting of the weak by the strong, and the impoverishing
         of society as a whole.
      

      
      According to this argument, then, conflicts of interest are necessary because of a
         fundamental economic truth: limited resources.
      

      
      Gyges/Original Sin/the Id

      
      The other major argument for fundamental conflicts of interest is grounded in claims
         about human psychology and biology. Consider the following quotations.
      

      
      Here is Brian Medlin, author of a widely cited critique of ethical egoism: “[The egoist]
         can’t even preach that he should look after himself and preach this alone. When he
         tries to convince me that he should look after himself, he is attempting so to dispose
         me that I shall approve when he drinks my beer and steals Tom’s wife.”[11]   Here is Charles Sykes, a conservative intellectual: “The essence of naked egotism
         is imposing one’s likes and dislikes and the subtle prejudices and whining annoyances
         of the self on others. Society exists to put limits on the desire of the ego to make
         itself the center of the universe.”[12]   Here is a quotation from Anthony Burgess, a well-known contemporary British novelist:
      

      
      
         That the sadomasochistic impulse is in all of us we no longer doubt. There is some
            obscure neural liaison in the brain between the sexual urge and the desire for domination—and
            the latter phrase I have deliberately left ambiguous. We are, quite rightly, scared
            of letting the sadomasochistic get out of hand: it is all too easy. We’re all pretty
            bad inside; it’s what we do outside that counts.[13]  
         

         
      

      What we have here are claims of what is thought to be the raw material, the basic
         human nature, that ethics has to deal with. We are by nature beings that want to steal
         from each other. We want to make cuckolds of each other. We are prejudiced and whiny
         and overbearing. And, if we are honest, we will admit that we get sexual pleasure
         out of beating and humiliating each other.
      

      
      This has been a dominant theme in the history of arguments against self-interest.
         Most major philosophical opponents of self-interest have also advocated a grim picture
         of human nature. The moral of the Myth of Gyges, argues Plato, is that all people
         have in-built vulgar and unruly appetites that only a few, after long effort, will
         be able to subdue. Christianity’s basic thesis is Original Sin: we are all born destructive,
         rebellious, we all have the mark of Cain the murderer on us. Sigmund Freud’s concept
         of the id is of an irrational and nearly uncontrollable set of instincts that lead
         us to want to abuse our neighbor—or, in his own words, “to exploit his capacity for
         work without compensation, to use him sexually without his consent, to seize his possessions,
         to humiliate him, to cause him pain, to torture and kill him. Homo homini lupus.”[14]  
      

      
      Claims such as these go to the heart of the project of ethics. If these claims about
         human nature are true, then each individual is fundamentally in conflict with another.
         We then have only two choices. We can be self-interested and let our animal natures
         run wild. But if we do, then obviously life will be nasty, solitary, brutish, and
         short, and civil society will collapse. The alternative is to attempt to make civil
         society possible. This project will require an anti-self-interest force—namely, a
         moral code that places priority on taming the self, on getting the self to suppress
         its in-built interests. Since human nature does not change over time, this project
         will also have to be an ongoing one: Ethics will always have to mean resolving fundamental
         conflicts of interest, and its solution will always be the sacrifice or restraint
         of self-interest.
      

      
      Applied to business, we get the principle that antagonism and dominance, rather than
         cooperation and mutual benefit, are more natural to individuals. Short-term desires—for
         quick profits or expressions of power—will be a constant temptation. We get, for example,
         the view of business advocated by marketing professional Roger Dawson: “When you destroy
         the guy across the table, that’s negotiating. When you make him thank you for it,
         that’s power.”[15]  
      

      
      In order that cooperation and long-term relationships can exist, the fundamental thesis
         of business ethics will be the suppression of self-interest. Business ethics will
         have to be eternally vigilant in the search for ways to thwart self-interest’s desires
         to slip its restraints.
      

      
      We now have two arguments that support the conclusion that conflicts of interest are
         fundamental. The argument about limited resources is heard more often from leftists,
         in keeping with their emphasis on nurture over nature factors, and the argument about
         destructive human nature is heard more often from conservatives, in keeping with their
         traditional emphasis on nature over nurture factors. Common to both, though, is the
         conflict-of-interest conclusion and the consequent conclusions that self-interest
         is in need of restraint and that ethics is the tool of restraint. For both, in other
         words, morality and self-interest are in fundamentally different and opposed categories.
      

      
      Self-Interest and Sins of Omission

      
      We find the same conflict-of-interest conclusion when we consider the sins of omission
         argument against self-interest. The argument runs as follows:
      

      
      
         	
            
            In life, some individuals are able to support themselves and some are not.

            
         

         
         	
            If the able do not give charity to the unable, the unable will suffer or die.

            
         

         
         	
            But the self-interest of the able is not to sacrifice for the needs of the unable.

            
         

         
         	
            Therefore, the interests of the able are in conflict with the interests of the unable.

            
         

         
         	
            Altruism’s premise: The interests of the unable are more important than the interests
               of the able.
            

            
         

         
         	
            Therefore, the able should sacrifice what is necessary to satisfy the needs of the
               unable.
            

            
         

         
         	
            Therefore, self-interest is immoral (via the sixth and third lines of the argument).

            
         

         
      

      
      The starting point of this analysis is that the interests of the unable put them in
         conflict with the interests of the able. If we think of this conflict as fundamental,
         then we have to make a principled choice: Since only one set of interests can be satisfied,
         we have to decide whether, in general, to sacrifice the interests of the able (as
         altruists do) or those of the unable (as, for example, Friedrich Nietzsche and Social
         Darwinists do). Requiring sacrifice from the able to help the unable is unpleasant,
         but not as harsh as not requiring that sacrifice seems. So, we get the altruist conclusion:
         The needs of the unable should take precedence, and since the self-interest of the
         able is opposed to this, self-interest must be sacrificed.
      

      
      Again, it is a premise about conflicts of interest that is crucial here, this time
         by taking human inability as a fundamental that ethics has to respond to. If we take
         need and inability as fundamental for ethics, then conflicts of interest are inescapable
         and someone must be sacrificed. Altruism sides with those in greater need and thus
         rejects the self-interest of the able.
      

      
      Applied to business ethics, we get the general conclusion that business ethics is
         partly about getting businesses to sacrifice their self-interest to the interests
         of the less able. Such altruism leads to (a) urging businesses to redistribute their
         profits to parties with greater need, and (b) support for government redistribution
         of wealth (e.g., by taxation, rent control, minimum wages).
      

      
      Summarize: Why Conflicts of Interest?

      
      Three considerations, then, lead to the conclusion that conflicts of interest are
         fundamental. In each case, sacrifice of self-interest is argued as an ethical fundamental:
         either the self is required to restrain itself or it is required to give away some
         of its assets.
      

      
      If we take these background theses from ethical theory as general truths, we will
         turn to the applied field of business ethics with the two following assumptions in
         place:
      

      
      
         	
            
            Business is about making profits. But we suspect ahead of time that profits are made
               at the expense of others: business is generally win/lose. So, business is immoral
               to the extent that it is profitable.
            

            
         

         
         	
            Business is not altruistic in intent (i.e., business is not lose/win). But we know
               ahead of time that one is supposed to be altruistic, or at least that one gets moral
               credit only for altruistic acts. So, business is amoral or immoral.
            

            
         

         
      

      
      Consequences of the Dualism: Target Inequalities

      
      In most traditional ethical theories, self-interest is the target of morality, but
         it is the self-interest of the better-off, stronger, more able, richer parties that
         is especially targeted. The stronger party is in a better position to take advantage
         of the weaker, so it is the stronger party’s self-interest that is in special need
         of restraint. It is the stronger party that should be sacrificing to help the weaker
         party, so it is the stronger party’s self-interest that must be overcome. In both
         cases, inequalities of power, ability, and wealth come to have enormous moral significance,
         and great inequalities polarize the moral obligations and claims of the strong and
         the weak. Those who are stronger are in special need of restraint and have greater
         obligations to redistribute their resources to the weaker. By contrast, those who
         are weaker are seen as especially deserving of extra rights against harm by the strong,
         and the greater their degree of weakness, the greater their claims against the strong.
      

      
      Consequently, in most current business ethics, analysis of business dealings takes
         as its starting point the relative degrees of strength of the involved parties. For
         example, consider the following examples of alleged sins of omission:
      

      
      
         	
            
            Large corporations, seeking to increase their profits, will relocate their factories,
               leaving many individuals unemployed. Analysis: The corporation is “stronger” and the
               many individual employees are “weaker.” Solution: The corporation should not relocate,
               thus sacrificing profit opportunities but benefiting the employees.
            

            
         

         
         	
            Banks, acting in their self-interest, do not make loans to needy individuals in inner
               cities, and they foreclose on unpaid mortgages of, for example, unemployed individuals.
               Analysis: Banks are rich; inner-city residents and unemployed people are poor. Solution:
               The banks should sacrifice for the poor by giving them high-risk loans.
            

            
         

         
         	
            Self-interest leads some companies not to pay unskilled labor more than subsistence
               wages. Analysis: Owners of companies are financially stronger than their unskilled
               employees. Solution: The owners should sacrifice some profits for the employees.
            

            
         

         
         	
            Maternity leave: Corporations will be uncaring of the needs of their pregnant woman
               employees. Analysis: Corporations are stronger; pregnant women have special needs.
               Solution: The women should be given a guarantee of a position once maternity leave
               is over.
            

            
         

         
      

      
      In each case, the analysis identifies a stronger and a weaker party and then requires
         a sacrifice by the stronger party to benefit the weaker party. The same procedure
         is followed for alleged sins of commission:
      

      
      
         	
            Airwaves and the American government’s Federal Communication Commission’s traditional
               “Fairness Doctrine”: If unregulated, big radio corporations (strong) will manipulate
               the (weak) public’s political views by presenting slanted coverage. Solution: The
               F.C.C. should regulate the content of broadcast media to ensure balanced coverage.
            

            
         

         
         	
            Experimental medical drugs (e.g., Laetrile): To make a profit, pharmaceutical companies
               (strong) will exploit the fears and desperation of terminally ill patients (weak).
               Solution: The governmental Federal Trade Commission and/or the Food and Drug Administration
               should control the marketing of experimental drugs.
            

            
         

         
         	
            Infant formula: Big western corporations (strong) will take advantage of poor, illiterate,
               third-world mothers (weak). Solution: Put pressure on the selling companies to limit
               sales, not to advertise, etc.
            

            
         

         
         	
            Advertising of risky products (e.g., tobacco, alcohol): Large companies (strong) will
               manipulate (weak) consumers’ values and tastes through advertising. Solutions: Regulate
               or eliminate such advertising; or use the business’s property against its will for
               public interest messages (e.g., Canadian cigarette packaging).
            

            
         

         
         	
            Apartment rentals: Rich landlords (strong) will gouge tenants (weak); Solution: Impose
               rent control to help the needy tenant at the expense of the rich landlord.
            

            
         

         
         	
            Insider trading: Wall Street investors (strong) will take advantage of the little
               guy investing from Main Street (weak). Solutions: Restrain insider trading; help the
               little guy by redistributing the big guy’s information (e.g., disclosure laws).
            

            
         

         
         	
            Wages: Employers (strong) will exploit employees (weak) by paying them only subsistence
               wages. Solution: Set a minimum wage to help the needy employee at the expense of the
               rich employer.
            

            
         

         
         	
            Hiring policies: Businesses (strong) will act as racists with respect to potential
               employees (weak). Solution: Establish affirmative action policies to help members
               of less-well-off groups at the expense of members of better-off groups.
            

            
         

         
         	
            Product safety: McDonald’s Corporation (strong) will carelessly sell hot coffee to
               little old ladies (weak) in cars that don’t even have a safe place to put a cup. Solution:
               Enforce strict liability.[16]  
            

            
         

         
      

      
      In each case, we identify a stronger and a weaker party. We take the interests of
         the two parties to be in fundamental conflict. We then propose solutions that at least
         restrain the self-interest of the stronger party in the name of protecting the weaker
         party, and in some cases actively sacrifice the interests of the stronger party to
         benefit the weaker. Since in relation to consumers, businesses are perceived as the
         stronger party, business ethics today focuses on giving consumers extra protections
         and limiting the powers of businesses. Since in relation to employees, employers are
         perceived as the stronger party, business ethics today focuses on giving employees
         special protections and limiting the powers of employers. Since in relation to small
         business, big business is perceived as stronger, business ethics focuses on giving
         small businesses a boost and on taming the dreaded multinational corporation.
      

      
      We thus get a business ethic that sounds like the following: The moral big corporation
         will give much of its profits to charity; it will restrict its profit-making opportunities
         in poor third-world countries; when advertising, it will be less persuasive with respect
         to the helpless consumer; in order to give the little guy a chance to compete, it
         won’t use its size advantage; when employing, it will sacrifice some profitability
         if its employees need it. And if businesses won’t sacrifice their interests voluntarily,
         then we’ll ask the government to force them to. The government will see its job as
         helping the weak against the strong by giving them extra rights, limiting the rights
         of the strong, or transferring wealth from the strong to the weak.
      

      
      Current business ethics thus bases itself on and fosters a general adversarial culture:
         business versus consumer, employer versus employee, big business versus small business,
         and business versus government.
      

      
      It is against this sort of ethic that defenders of free enterprise have argued. However,
         they have generally not done so by attacking the ethic directly but rather by showing
         the impractical political and economic consequences of interfering with free markets.
      

      
      Libertarians and some conservatives have argued, often well, that the proposed solutions
         in the above cases undermine incentive, violate individuals’ liberties and property
         rights, violate the principle of equal rights, and so on. This, however, has had little
         effect on moral opposition to free enterprise—since most of those concerned with ethics
         have held that practical concerns are less significant than moral concerns, that the
         interest individuals have in their property and their incentive to acquire more are
         merely self-interests, and that such self-interested concerns can and should be limited,
         restrained, and overridden.
      

      
      As long as self-interest is seen as amoral or immoral, arguing the practicality of
         the profit motive and property rights will have limited success. One’s opponents may
         come to agree that free markets are efficient, but they will still be willing to sacrifice
         individual liberties and profits—those are merely self-interested considerations,
         after all—in the name of higher, moral considerations.
      

      
      What is needed, then, is a defense of individualism, self-interest, on moral grounds.
         Until we have such a defense, calls for self-sacrifice—either voluntary or enforced
         politically—will be the norm in business ethics and in regulatory policy.
      

      
      I have argued that opposition to self-interest stems from taking conflicts of interest
         to be fundamental to ethics, and that this stems from pessimistic economic, psychological,
         and biological premises. These premises make self-interest seem incompatible with
         long-term human survival. It is those economic and psychological theories that we
         need to address.
      

      
      Here I turn to Ayn Rand’s alternative. Rand has not often had a positive reception
         from the ethics community for a number of reasons. The major one is that she championed
         self-interest loudly and forcefully. For an ethics community committed to the view
         that morality means restraining and sacrificing self-interest, this could mean only
         one thing: She must be urging the strong to do whatever they feel like to the weak.
         That view, given the long history of ethics, could simply be rejected out of hand.
      

      
      But such a rejection evaluates Rand’s advocacy of self-interest from within a set
         of premises about economics and human nature that she rejects. She rejects the belief
         that ethics starts by taking conflicts of interest as fundamental. She rejects the
         view that ethics starts by reacting to scarce resources; she rejects the view that
         ethics starts by reacting to the nasty things some people want to do to each other;
         and she rejects the view that ethics starts by asking what to do about the poor and
         unable.
      

      
      It is a philosopher’s starting points that matter most. So what are Rand’s?

      
      Ayn Rand’s Ethics

      
      According to Rand, ethics is based on the requirements of life. That which makes life
         possible sets the standard of good; that which undermines or destroys life is the
         bad. Ethics is thus rooted in biology: the fact that life is conditional. The values
         needed for life are not automatically achieved, and since they are not automatically
         achieved, each human faces a fundamental alternative: to achieve the values necessary
         for life, or not. Achieving the values sustains one’s life; not doing so leads to
         death. But the achieving of the values has preconditions. Each of us has to learn
         what values are necessary for life and what actions are necessary to achieve them,
         and then choose consistently to initiate those actions. But the learning of these
         things depends on a personal choice to think.[17]  
      

      
      In summary form, the points here are:

      
      
         	
            
            Life requires the consumption of values.

            
         

         
         	
            The values to be consumed must be produced.

            
         

         
         	
            The production of values requires that we act in certain ways.

            
         

         
         	
            Acting in those ways requires that we have the knowledge of what values we need to
               consume and what actions will produce them.
            

            
         

         
         	
            Having the knowledge requires that we think and learn. 

            
         

         
      

      
      Or, in brief:

      
      
         	
            Life depends on values.

            
         

         
         	
            Values depend on production.

            
         

         
         	
            Production depends on knowledge.

            
         

         
         	
            Knowledge depends on thinking.[18]  
            

            
         

         
      

      
      The key thing about each of these points is that they are and can be performed only
         by individuals. Individualism is built into the nature of human life.
      

      
      Start with the thinking requirement. Only an individual mind can think, and only an
         individual can initiate the thinking process. Others can help us enormously in our
         thinking process by providing us with information, guiding us from step to step, pointing
         out pitfalls—but others can only help. As much as they help, each of us is the only
         one who can do our thinking for us. Thinking is an individual process.
      

      
      The result of good thinking—knowledge—resides in individual minds, and it can be put
         to productive use only by the initiative of an individual. Only individuals know things,
         and only individuals can put their knowledge into practice. Several individuals may
         have the same item of knowledge in their minds, or several individuals may decide
         to work cooperatively on a project that utilizes their different items of knowledge.
         But the initiation of the group project requires sustained initiative by the individuals
         involved. Groups don’t do things; the individuals in the group do.
      

      
      The result of productive action is some value to be consumed, used, enjoyed. Here
         again, the individual is the unit of reality. Only individuals are consumers. Only
         individuals can eat a salad, enjoy a friendship, or experience art. Two individuals
         may share a salad or a friendship, but the benefits are felt individually. A thousand
         individuals may hear the same symphony performance, but it is a thousand individual
         experiences.
      

      
      In summary, the case for individualism is that only individuals think, only individuals
         know, only individuals act, and only individuals can consume the product of their
         actions. In other words, human life is individual. Individuals are both the producers
         of value and the consumers of value. Individuals are both the means of value seeking
         and the end of that value seeking. Others may assist or interfere in the process,
         but they cannot live your life for you.
      

      
      These are the premises upon which egoism depends. The ethics of self-interest is based
         on the fact that human life is an individual phenomenon, that its maintenance is an
         individual responsibility in three fundamental ways: individuals must think, they
         must apply the results of their thinking productively, and they must consume the results
         of their productive actions. It is thus the needs of the rational, productive individual
         that are fundamental in Rand’s ethics.
      

      
      Elements of this view have been noted by other philosophers, economists, and biologists.
         But they have never been recognized as fundamentally significant for ethics. That
         is because other facts (or alleged facts) have been given priority, and to the extent
         those other facts were given priority, the requirements of the rational, self-interested
         producer were subordinated. Those alleged facts were the conclusion that conflicts
         of interest are fundamental, and the premises that resources are scarce, that human
         nature is destructive, and that the needs of the unable are prior.
      

      
      Let us see how Rand’s claims of fundamentality compare to these other claims.

      
      Responding to Limited Resources

      
      Take the problem of scarce resources or lifeboat economics. Zero-sum economics is
         a problem of production. If we subsisted as other animals do, as hunters and gatherers
         of a limited supply, then our economic predicament would indeed be essentially zero-sum.
      

      
      But by the application of reason, humans are capable of increasing net production.
         If we have reason, then science is possible, and with it engineering and technology.
         In other words, reason makes possible production—and not merely hunting and gathering.
         And if production is possible, then economics is not the science of life on a lifeboat.
      

      
      Thus, taking scarce resources as a fundamental fact about human life is simply false.
         Resources are not limited in the sense required to generate conflicts of self-interest.
         I am not in conflict with you for a limited supply of goods, for by thinking and producing
         I can increase the supply of goods. The increase is not made at another’s expense.
         If I am a scientist who creates a better hybrid of corn, I increase the net stock
         of food. If I am an inventor who improves the efficiency of a loom, I increase the
         net stock of cloth.
      

      
       

      Whatever my profession, it is to my self-interest to think and produce, as it is to
         everyone’s self-interest. There is a fundamental harmony of self-interest here, rather
         than a conflict—others’ reasoning and producing increases the supply of goods, as
         does mine, making it possible for us to trade to mutual advantage.[19]  
      

      
      (It is an important historical point that most major ethical philosophies were formed
         before the rise of science and before the Industrial Revolution transformed human
         productive ability. There was, accordingly, a lesser grasp of power of reason and
         the possibilities of production. To the extent production was not seen as an option,
         the focus shifted to the zero-sum game of distribution.)
      

      
      Responding to Gyges/Original Sin/Id

      
      Now let us turn to the traditional claim that conflicts of interest are fundamental
         because we are born with other-destructive desires. This claim depends on saying that
         our desires are primaries, that our characters are formed by forces largely beyond
         our control, that reason has no fundamental role in determining our values and hence
         our emotions. If it is true that emotion is prior to and more powerful than reason,
         then conflicts among individuals are necessary and self-restraint is necessary. If,
         on the other hand, emotions are consequent to reason, then conflict is not necessary.
      

      
      Rand argues that individuals are born cognitively, emotionally, and morally tabula
         rasa, that reason is primary in shaping one’s values, and that emotions are consequences
         of one’s value choices. This means one is not born preset with destructive values,
         which means that it is possible to shape one’s value system and character. This in
         turn means that the achieving of a great character, rather than the suppressing of
         a bad character, is our fundamental ethical project: Ethics is about self-development
         rather than self-restraint. If so, there are no inherent conflicts among men on this
         basis. Self-interest is not the enemy of ethics if individuals are capable of directing
         their lives by reference to their long-term rational interests.
      

      
      We have here only two opposed sets of assertions—the traditionalists’ and Rand’s—and
         a huge set of nativism and tabula rasa issues would need to be addressed before deciding
         one way or the other. Let me focus only on one more limited issue. Whether emotions
         are acquired or innate, it is nonetheless true that many individuals have other-destructive
         drives and the habit of short-range thinking. Even if one agrees that in the long
         term a commitment to rationality and productiveness is the standard of good, opportunities
         do present themselves in which one can make a short-term gain at the expense of someone
         else and get away with it.
      

      
      For example, suppose you are normally a productive individual, but you have an opportunity
         to steal one million dollars and get away with it. Why not?
      

      
      Rand’s general solution is clear: The ethical fundamental is that life requires production.
         And so, a principled commitment to production is the moral core. Production requires
         knowledge, facing facts, integrity. In a social context, production and trade require
         cooperation, which requires honesty, justice, respect for property rights, abiding
         by agreements, and so on. Thieves are parasitic upon this process: they do not produce,
         nor do they help the process of production. They do not trade, nor do they facilitate
         trade. Thieves undercut the system of production and trade: they harm those who make
         production and trade possible. So, thievery is ruled out on principle.
      

      
      But the particular question comes back: Why stick by the long-term commitment to production
         if a short-term commitment to thievery will yield you more?
      

      
      The issue is being able to separate the short-term parasitism from the rest of one’s
         life. One’s life is a long-term commitment, and it requires a set of long-term principles
         to guide it and give it meaning. Who one is and what one achieves depends on one’s
         long-term commitments. A thief, by contrast, thinks short-range: I can get away with
         it. Maybe he can, and maybe he canʹt. That is not the primary issue.
      

      
      Consider an analogy to marriage. A marriage is successful if both parties share a
         deep mutuality of interests and both are committed to a long-term development of those
         interests. Suppose the husband in such a relationship is away on a business trip and
         is offered a prostitute for the evening. He knows his wife is not likely to find out,
         and he can practice safe sex, so there’s not much chance of catching syphilis. Is
         it to his self-interest to go for it? If he is committed to the marriage, then clearly
         not: Sleeping with a prostitute destroys the integrity of the marriage. But if he
         is not committed to the marriage, then he will miss out on all that such relationships
         can offer. In either case, his long-term self-interest is not achieved.
      

      
      Returning to the temptation to thievery. One’s life and its meaning are deeper and
         more long term than marriage, and the principles that inform it need to be as deeply
         held. Injecting parasitism into one’s life is like injecting a prostitute into one’s
         marriage.
      

      
      The solution to the problem of short-run temptations is to promote the long term.
         This requires rational identification of one’s long-term interest and the principles
         of action necessary to achieve it. This is what ethics should be about.
      

      
      This is not what the conflict model of morality offers as a solution to the problem
         of thieves. Thieves are motivated by the desire for gain, so the traditional morality
         condemns the desire for gain as such. Taking the view that individuals are short run
         and passion driven, the only solution possible to it is to teach restraint. Rather
         than saying that the desire for gain is healthy and moral, but that there are proper
         and improper ways to gain, it condemns the only thing that makes life possible.
      

      
      Consider teaching ethics to your child. Suppose that your child steals, whines to
         get his way, or hits another child to get something. The child is “selfish”: he believes
         that stealing, whining, and hitting are practical means to his ends. The traditional
         restraint model teaches him: Yes, those are practical means to your ends, but you
         must either renounce your ends or the means for the sake of others. By contrast, the
         rational egoist model teaches him: No, those are not practical means to your ends;
         rather, productiveness, friendliness, and cooperation are practical means to your
         ends.
      

      
      The difference is crucial. It is the difference between teaching the child that self-fulfillment
         is immoral because it means stepping on others and teaching him that self-fulfillment
         is a worthy goal and there is a rational, non-conflicting way to achieve it.
      

      
      Responding to the Needs of the Unable

      
      Solving the problems of the unable is given less emphasis in the current business
         ethics literature. The recent emphasis is more on preventing sins of commission than
         on promoting charity. When the promotion of charity or compulsory redistribution does
         appear in the literature, the argument is that
      

      
      
         	
            
            the interests of the unable take precedence over those of the able,

            
         

         
         	
            that the responsibility for solving unable’s problems lies primarily with the able,

            
         

         
         	
            that giving to charity is a sacrifice of self-interest, but

            
         

         
         	
            that the able should see their assets as belonging to all who have need of them.

            
         

         
      

      
      From what has been said above, it is clear that Rand’s ethics rejects all of the above.
         She rejects the collectivist premise: Individuals are not primarily means to the ends
         of others. Further, since the unable depend on the able, the needs of the able take
         precedence: the requirements of production take precedence over the requirements of
         distribution. And charity for the temporarily unfortunate is not necessarily against
         one’s self-interest. If my charity can help someone get back on his feet and become
         self-supporting, I benefit: the more rational producers there are in the world, the
         better off I am. Most individuals are capable of exercising self-responsibility and
         supporting themselves. Charity becomes a minor issue in ethics: It becomes a matter
         of good will rather than duty—a matter of individuals who can afford it helping those
         who deserve it out of a difficult situation.[20]  
      

      
      The problem of the unable only creates a fundamental conflict with the interests of
         the able if there is no long-term solution to the problems of the unable. But for
         most of the reasons why individuals become unable to support themselves, long-term
         solutions are possible. If the problem is limited resources, science and production
         are solutions. Accidents of nature such as earthquakes and floods can be addressed
         and recovered from fairly quickly. Poverty caused by repressive politics can be solved
         politically: bad politics is not a law of nature. Inability due to personal laziness
         or bad judgment is correctable. This leaves the small minority of individuals who
         are severely handicapped either physically or mentally; for these individuals the
         only option is charity from the able. But again, the able do not exist to serve the
         unable: charity is an act of good will, not duty.[21]  
      

      
      Conclusion

      
      The heart of Rand’s strategy is to make fundamental the role of reason in human life.
         Reason makes possible science and production, long-term planning, and living by principle.
         It is these that make individuals flourish, and it is these that eliminate the idea
         that there are fundamental conflicts of interest among individuals.
      

      
      Business is then one application. In business, the moral individual is the producer:
         the individual who is an end in himself, independent in thought and action. Moral
         social relations are voluntary interactions to mutual benefit by productive individuals.
         Businesses and consumers, employers and employees are self-responsible ends in themselves
         who trade to mutual advantage. Neither is fundamentally in conflict with another,
         and neither is to be sacrificed to the other. Given these broad non-conflicting principles,
         differences over details are sorted out by negotiation. Governments enforce the non-conflicting
         principles and protect the negotiated contracts.
      

      
      Objectivism’s defenders of business claim three things:

      
      
         	
            
            that the standard of value is one’s self-interest,

            
         

         
         	
            that the purpose of business is to achieve a profit,

            
         

         
         	
            that the purpose of government is to protect individuals’ rights to their lives, liberties,
               and property.
            

            
         

         
      

      
      No, they are not, say their critics. In writing about ethics, they say self-interest
         is dangerous to others—and besides, individuals should be selflessly serving the interests
         of others. In writing about business, they say the profit motive is a dangerous, other-destructive
         force—and besides, a business should see itself as a servant of society as a whole.
         In writing about politics, they say a laissez-faire policy leaves individuals too
         much freedom to do damage to each other—and besides, the purpose of government is
         to redistribute society’s assets in the collective interest.
      

      
      It is the anti-self-interest ethic that has been the major source of opposition to
         business and the free society. This I think explains the rather modest success of
         the strategy of explaining patiently how free markets and the profit motive lead to
         practical success and how socialism leads to practical failure. All of these have
         been demonstrated in theory and practice for two hundred years but have had little
         effect on the opposition: pointing out the practical success of self-interest and
         the profit motive will not much affect those who put morality in a different, more
         important category.
      

      
      Only a moral defense of self-interest, combined with an understanding of free market
         economics and classical liberal politics, will advance the free society and business,
         its economic engine.
      

      
      Some libertarians and conservatives have done well in promoting the economics and
         politics. But we need Ayn Rand for the ethics.
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      Chapter 14

      Identity, Professional Ethics, and Substantive Style in The Fountainhead

      
         
         
         
         William Kline

         
         
      

      
      At first glance, The Fountainhead is an awful book on business ethics. The protagonist, Howard Roark, doesn’t listen
         to clients. He passes up lucrative deals and refuses to network in order to get contracts.
         The few offers he does get he’s likely to refuse because he does not get his own way;
         he doesn’t compromise an inch. The Fountainhead reads like a manual on how not to do business. As for ethics, Roark is a self-proclaimed
         egoist. The reason he doesn’t listen to others is he simply doesn’t care, not for
         them or their opinions. Even when he helps design a home for the poor, he does so
         only out of his own interest in solving certain architectural puzzles. A total unwillingness
         to compromise combined with a “me first” attitude seems like a recipe for business
         and ethical disaster, and many interpret it that way. This popular interpretation
         is wrong. A profession can be part of one’s identity and, as such, following your
         business calling is every bit as important as any other such endeavor. The Fountainhead is a powerful vision of both business and ethics. Business can be an art embodying
         the substantive style of the professional. Substantive style comprises the integrated
         character traits that embody skill, virtue, aesthetics, and mindset. The content of
         this style is determined both through personal ethics and the nature of the profession
         one chooses. In this regard, The Fountainhead makes the argument that intermediary institutions like professional standards are
         crucial for flourishing lives within capitalism. In turn, capitalism’s defense in
         The Fountainhead is that it allows for multiple such styles. Business ethics, far from being an oxymoron
         or ad hoc list of rules, helps us to flourish within a market economy by mapping out
         the different substantive styles required by different professions, enabling us to
         consciously choose how we work and live.
      

      
      Identity and Business

      
      People seem to understand the importance of identity when it comes to religion and/or
         sexuality, but they almost never acknowledge it with business. John Stuart Mill in
         “On Liberty” discusses the importance of liberty for finding truth and meaning in
         experiments in living. His arguments go beyond simple utility. Living free and choosing
         your own path is essentially human, a theme we even find in his essay “Utilitarianism,”
         where he tells us it is better to be Socrates dissatisfied than a pig satisfied (Mill
         1985, 264).
      

      
      Separating someone from their beliefs or loved ones is an exceptionally cruel act
         that strikes at the foundation of our humanity. Oddly, though, he also tells us that
         the “principle of free trade” and the principle of liberty rest on different grounds
         and that the principle of individual liberty is not involved in the doctrine of Free
         Trade (1991, 105). We also find this in his Principles of Political Economy (858–59), where he holds that there are many exceptions in economics (871), while
         almost none in the sphere of personal liberty (859). Personal liberty and economics
         liberty are entirely different, and the latter can be interfered with for almost any
         utilitarian reason. Mill’s only possible argument, which he never explicitly gives,
         is that money and commerce are fungible and hence cannot have the same deep meaning
         as either truth or experiments in living. The Fountainhead shows that Mill’s distinction is much too facile.
      

      
      Howard Roark always wanted to be an architect. It’s an essential part of who he is.
         It is the limit case, but one that needs to be made: Business is not always something
         separable from identity. If it were always separable, then commercial activity would
         be fungible and one choice would be as good as any other. If, however, the choice
         of career can be like the choice of a spouse, this has real moral implications. Separating
         Roark from architecture would be cruel for precisely the same reasons as not allowing
         someone to marry the person of their choice. Given the reasons some choose to marry,
         it may even be worse to interfere with a person’s choice of profession.
      

      
      Roark does more than talk about how important architecture is. He does not simply
         fall in love with it and stare into its eyes. He structures his life around it. He
         easily puts in the 10,000 hours Malcolm Gladwell talks about for success (2008). His
         work experience exhibits Flow as identified by Mihaly Csikszentmihalyi (2008). Roark
         is an architect because he does architecture, and he does it because it is who he is. It is not difficult to find
         real-life examples of this behavior. The Beatles’s early years in Hamburg are one
         example.[1] Reading Chef Gordan Ramsey’s autobiography provides another example (Ramsey 2007).
         Howard Roark may be fictional, but how hard he works because his work means so much
         to him is not. There is no principled argument for separating business from identity,
         and any reason given for such a separation could be applied to any area of life. If
         who we are guides what we do, which in turn also influences who we are, then how we
         approach business says something about who we are and want to be, just like any other
         human endeavor.
      

      
      You could argue that Roark is actually an artist, and this is importantly different
         from just doing business. The artistic muse lies deep within the artist’s psyche,
         driving them to create their vision with a passion and dedication few of us really
         ever experience. This, it could be argued, is what separates art from business. It
         could be argued that by conflating the two, Rand makes it look like business is central
         to our lives when, in fact, it is art that holds this place and Rand is engaging in
         a fallacy of composition. There are two limitations, though, with this type of argument.
         
      

      
      First, it takes money to pursue creative activities. In a market economy, pursuing
         art often requires selling art. Clients are paying clients and, as such, a significant
         portion of the artist’s activity rests on the necessity of earning money. Even in
         a non-market system, the artist would still need to gain money either from wealthy
         patrons or the government. The question is about the source of the funding, not the
         need for funding. The second problem with the “artistic muse vs. business golem” argument
         is that it posits making money as a mindless, and hence virtueless, activity. We will
         consider both in order.
      

      
      “The Market”

      
      The Fountainhead does not primarily argue against taking money from the government. Roark works on
         Cortland with only a minor polemic on how he does not understand the logic of subsidized
         housing. He then proceeds to design it. The main point with Cortland is the danger
         of having a single benefactor, public or private. Those who completely depend upon
         Wynand, he often destroys. Keating takes Ellsworth Toohey’s attentions as a godsend
         and comes to depend on them, only to find Toohey withdrawing them later, with disastrous
         consequences. Relying solely on government favors has the same effect on the State
         Science Institute in Atlas Shrugged. Putting all your eggs in one funding source basket jeopardizes the independence
         that is required to form an identity through creative thought and action.
      

      
      One could counterargue that putting all your eggs in the market does the same thing.
         We should be careful, though, not to reify “the market.” First, there is no single
         market that governs everything. In the world there are many, many markets that interact
         with each other and individuals. Second, “the market” is shorthand for a system that
         allows and protects individuals making deals among themselves. “The market” does not
         pay Roark, individuals who are interested in his work pay him. These individuals operate
         within a framework where they are free to contract with him, and he with them. He
         is free to reach any individual, or group of individuals, within this system. He is
         also free to walk away from them. Each client is a single funder within a sea of other
         such independent clients. This is what allows Roark to diversify his clients within
         his niche. Depending on any one source of income would threaten the creative freedom
         he so values, and it is the market that allows for this diversity. And this is not
         just fiction. What Roark does with many projects, including the Enright House and
         Monadnock Valley, the famous Welsh architect Clough Williams-Ellis does with the village/resort
         of Portmeirion. 
      

      
      From the beginning, Clough Williams-Ellis relied on markets for his masterpiece: The
         Village of Portmeirion. Williams-Ellis lacked the funds to build the entire project
         immediately out of his own pocket. He tells us that while he has had some very compliant
         clients in the past, none have been so compliant as to let him do whatever he wanted,
         and this is why Williams-Ellis eschews one or a few wealthy donors as the source of
         funding for Portmeirion (2014, 14). Instead, from the beginning, he envisions a project
         with a “vivifying principle, a use, a job, that would make and keep it viable” (13),
         and by viable, he means profitable. His reasoning is something that could come straight
         out of The Fountainhead. “I must have my own tune, so I alone must pay the piper . . . Therefore the thing
         had to be so devised that it would not only pay adequate interest on my small initial
         investment, but soon begin to accumulate reserves for further capital expenditures
         on expansion and improvement” (15). His great work of architecture would need a business
         model that was equal to the project. Broad commercial interest in his project is what
         would give him the most freedom to create his own artistic vision. 
      

      
      In The Fountainhead, this dependence on customers is initially bad news for both Mallory and Roark since
         most do not seem to want the art either has to offer. The difference between the two
         is that Roark is confident he will find and build his market, whereas Mallory has
         all but given up until Roark finds him. There is a real strength in The Fountainhead here, for while free interactions within a market are what enables these artists
         to pursue their passion, it is anything but an easy course. It almost destroys Mallory
         and forces Roark briefly out of the profession and into working in a quarry. “The
         market” is not a quick fix, it requires hard work, and even then there is no guarantee
         of success as is shown in the character of Henry Cameron. Cameron was talented, had
         worked hard and built a customer base. Changes in time, to his working team, and even
         to his temperament led him to lose his clientele, and he finishes his working life
         redesigning garages from a garret of an office, going to live with his sister after
         his health fails him. Critics of Rand who accuse her of a Panglossian view of the
         market have simply not read the book.
      

      
      This deep criticism of the market is often overlooked by detractors and fans alike. The Fountainhead is about the ultimate human flourishing that can be achieved by following your own
         path according to your own lights—it’s when you choose the Road Less Travelled for
         your own reasons and revel in that choice. But, through both the machinations of Ellsworth
         Toohey and Gail Wynand’s Banner we see Rand’s opinion of most market actors: They are shortsighted sheep who have
         no thoughts of their own. In the background of the book that gives Roark the stark
         contrast he needs to make Rand’s point, is an almost entire population succumbing
         to J. K. Galbraith’s “dependence effect” and Thorstein Veblen’s “conspicuous consumption.”
         This is mighty ironic since she would vigorously argue against both of these economists,
         yet the cattle she portrays as market actors in The Fountainhead exhibit exactly these thoughtless tendencies, and the market caters to their banality.
         
      

      
      Rand does not have some primrose notion of what the market is. The Fountainhead acknowledges the downside of markets and leads to the one argument in favor of the
         market that she has: The market allows the best to succeed in a manner that allows
         them to keep the greatest amount of independence of thought and action. It does not
         guarantee success, and it is not the only system that allows great minds to succeed.
         But the argument of The Fountainhead is that it is the only system that maximizes both success rates and independence.
      

      
      The Money

      
      In market economies people want money, and getting money does not always require being
         virtuous. Rand recognizes this problem. In The Fountainhead Roark’s foil is Peter Keating, and Peter makes a great deal of money by simply copying
         the work of others or getting others to outright do his work. He eventually gets his
         comeuppance, but a host of other copycat architects do just fine in the book. Independent
         rational thinking is not a requirement for the individual to make money in the market.
         The same goes for groups of business people. Rand portrays corporate boards of directors
         in both The Fountainhead and Atlas Shrugged as mindless masses trying to avoid responsibility. Certainly these are not the people
         responsible for creative success, yet they still do financially well for themselves.
      

      
      Rand never portrays the money-changing part of business itself as the sine qua non of substantive style. Nor is getting rich the purpose of business. “Getting ahead”
         is something Peter Keating worries about. Money does influence integrity, but in The Fountainhead it consistently does so in a bad way. Steven Mallory carves cherubs to afford his
         hovel. Heaps of money are thrown at Roark and he struggles to decline commissions
         he badly needs. Wynand uses money to degrade mistresses and to corrupt those who appear
         virtuous, like Dwight Carson. In The Fountainhead, having money as the driving force for your motivation is much the same as a quest
         for power: it makes you a second-hander.
      

      
      If money or power is your primary motivation, then you will do the same as Wynand
         does and publish lurid stories of fallen women instead of stories about scientists.
         You will act like Peter Keating and sell your wife for a lucrative and high-profile
         development. The argument of The Fountainhead here is subtle but important. Getting money does not always require independent thought
         and action. It doesn’t even always require virtue. Luck and graft are two ways money
         can be made as well, with Keating exhibiting the former and Wynand some of the latter.
         It is rather the point that making money can be part of substantive style, virtue,
         and individual judgment. It is this very possibility that is denied by so many. Forget
         Marx; no less than steel magnate Andrew Carnegie (1901) thought that business was
         an amoral activity that had to more or less be atoned for by philanthropic efforts. The Fountainhead is not a statistical study; it is a hypothetical argument of how making money can
         be an integral part of a virtuous life and hence part of one’s identity. If Rand cannot
         show even hypothetically how this is possible, then the argument is lost at the start.
      

      
      We are given one example of someone taking an identity from more traditional business
         in The Fountainhead. Kent Lansing is the person who helps Roark get the Cortland Hotel commission. He
         prides himself on being the middleman in deal making. He makes connections, he persuades,
         and he gets people to invest in the best options possible. As such, he metaphorically
         stands for a wide range of merchant and finance activity that directs resources from
         less to more valued uses. He revels in his skill as a “middle man.” Of course, he
         admits that most of those he deals with do not take the same joy from their work and
         do not have independent ideas on which business deals to pursue. He does, though,
         and he takes his measure of success form his ability to seal these deals.
      

      
      Likewise, Roark does not take money as the measure of his success. In fact, we see
         Roark sacrificing income to redo projects in order to get them right. He never views
         “making money” and success as something separate from doing the work. In wanting money
         and fame Keating makes this distinction, and it is why Keating doesn’t really care
         how the job is done as long as it gets him money and fame. This is why Keating is
         always worried about what others think—it is their opinion that yields the returns
         he wants. For Roark, doing business is doing the work to the best of his ability;
         this is his business model. Roark’s substantive style fundamentally involves honesty,
         integrity, independence, dependability, and a host of other virtues that are all directly
         tied to the job at hand. This exemplifies a point that business ethicist Robert Solomon
         repeatedly makes: “Business is not ‘just business.’ It is not self-contained, with
         its own rationale, its own rules, its own reason for being. It is essentially, a part
         of human life and human community” (Solomon 1999, 37). Roark’s business model is almost
         invisible because it is entirely integrated with the rest of his life. Roark’s life
         is actually his greatest work of art.
      

      
      The Beautiful (and the Ugly)

      
      We do not need to prove that making money is always the pinnacle of human effort in
         order to show it can be quite important for identity and meaning. If we had to argue
         in this manner, then Peter Keating’s lackluster paintings toward the end of the book
         would serve as proof that art really isn’t that important to the artist or society.
         Nobody does that with bad art; we should start refraining from doing the same with
         unexceptional business deals.
      

      
      Focusing on the lackluster in business taints all of business with the view that it
         is just a “grubbing” activity involving no skill and certainly no élan. Business ethicist
         Robert Solomon wisely calls our attention to how language and conceptual models frame
         our view of business. “How we do business—and what business does to us—has everything
         to do with how we think about business, talk about business, conceive of business,
         practice business” (1999, xxii). If we think of business a certain way, those within
         the field have a tendency to act that way and those outside the field tend to treat
         it that way, thus having a mutually reinforcing effect on both business actions and
         business regulation. This is one reason books like The Fountainhead are so important. They write about business as it is and can be in aspirational,
         even aesthetic, language.
      

      
      The Fountainhead, and later Atlas Shrugged, undoubtedly use aesthetics as part of the moral critique of both unethical and unexceptional
         behavior. Rand’s vision of Romantic art is behind much of her descriptive prose, and
         it is neither aesthetically nor morally neutral (Rand 1971). Rand’s descriptions of
         how boards of directors evade responsibility is an argument that these people are
         not engaging in business, but the argument is carried out aesthetically. Their actions,
         contrasted with the protagonists’, are ugly and low, a sight that makes you want to
         turn your head. Often Roark has to force himself to look at these people while trying
         to do business with them. Some ethicists may resist the claim that this has anything
         to do with ethics. Certainly, the relationship between ethics and aesthetics needs
         more attention than we can give it here, but one thought is worth considering. 
      

      
      Philosophers like David Hume argue that our moral sensibilities are awakened more
         strongly the closer a person or event is to us. Pictures are one way this is done.
         Photos can alert people to moral horrors around the world. Judgments made while looking
         at these pictures involve a description of what happened and some standard as to why
         it is wrong. In addition to whatever ethical rules I use to judge such things, one
         further element impinges upon my judgment to make the scene even sadder: the thought
         of the beauty that could have been. It’s an aesthetic judgment, but it is also a vision
         of flourishing of the scene on its own terms. Here the aesthetic component is integral
         to the moral judgment. If philosophers like Hume are correct, one reason contiguity
         affects us so greatly is because it engages our notions of beauty. The same happens
         in writing.
      

      
      We find environmentalists like John Muir engaging in aesthetic critique as well as
         social critics like Patrick Geddes and Upton Sinclair. Dickens certainly employs descriptions
         of ugliness to critique industrial England. We find Rand doing the same in The Fountainhead. We see Roark respecting the landscape and building in harmony with it. This is not
         to make Rand a modern environmentalist, but it strongly suggests that the beauty of
         the physical world is part of the moral equation in The Fountainhead, and it is what makes her work powerful. 
      

      
      In The Fountainhead, the beauty of business comes through in people exercising their professional skills
         and capacities to their limits. Competent professionals comport themselves well. Roark,
         Dagny, and Wynand are beautiful in more than their looks. It is also in their gait,
         tastes, conversation, and discretion. Roark’s is an ascetic aesthetic. There is no
         clutter in his life as there is none in his mind. Wynand’s is lavish and rich. Rand
         describes him as looking aristocratic, and his trappings reinforce that. Ellsworth
         Toohey has a certain beauty to him. Even as one of the major antagonists, he uses
         his abilities to the utmost and he has a style to match.
      

      
      This suggests something about Rand’s view of business in The Fountainhead. It is the “doing” of a profession that constitutes the most important part of business.
         The standard of good business is a combination of the talents of the individual and
         the demands of the profession. It is a substantive style based on being, not seeming.
         This is why while Toohey is Roark’s enemy, it is Peter Keating who is Roark’s opposite.
         Peter just seems. There is nothing real behind his success. He definitely does not
         want to do architecture, and he gets others to do it for him whenever he can. He never
         exercises his own judgment, wastes his talent, and thereby wastes himself: the ultimate
         sin.
      

      
      Business ethicist Robert Solomon might as well be talking about Keating when he discusses
         the “chameleon.” “The chameleon displays a . . . lack of integrity in his or her total
         absence of not only principles but goals as well, unless we want to accept ‘fit in
         and do whatever seems to please other people’ as some sort of purpose in life” (Solomon
         1999, 41). The chameleon has no integrity (42). And, according to Solomon, without
         integrity there is no “self” (96). The source of flourishing is self-directed effort
         focused on self-chosen goals.
      

      
      Ethics

      
      It is this primacy of beginning with the self that probably garners the largest popular
         and academic misgivings about The Fountainhead. One example in popular culture of this misgiving is expressed in the movie Dirty Dancing, where one of the more sleazy characters, Robby, produces a copy, which gets a close-up,
         and says for the protagonist, of the movie, “Baby,” to read it. Robby then states
         that “some people matter and some people don’t”—his summary of the main message. In
         academic circles, Robby’s synopsis is taken as broadly correct, and what we need is
         not to encourage emphasis on the self, but emphasis on the wants and needs of others.
         We need smarter Peter Keatings. In business ethics this takes the form of stakeholder
         theory.
      

      
      “Simply put, a stakeholder is any group or individual who can affect, or is affected
         by, the achievement of a corporation’s purpose. Stakeholders include employees, customers,
         suppliers, stockholders, banks, environmentalists, government and other groups who
         can help or hurt the corporation” (Freeman, 2010, vi). There is a rough distinction
         in the literature between management and normative stakeholder theory.[2] The former is offered as a pragmatic heuristic for doing good business. The latter
         is proposed as the way business ethically ought to be done. Normative stakeholder
         theory, though, is actually ethically neutral. Its “normative core” is empty. How
         businesses ought to ethically operate depends on which ethical theory to choose to
         fill this normative core. R. Edward Freeman (1997) offers several moral theories that
         could serve as this core, including pragmatic liberalism, the Doctrine of Fair Contracts,
         Feminist Standpoint Theory, and Ecological principles. Looking at the normative cores
         he cites, not a single one focuses primarily on the business at hand. People and their
         varying states of well-being are the direct data to be considered and adjusted to
         accordingly. This does not mean you cannot decide against some of those interests,
         only that you have considered them and decided to intentionally favor other stakeholder
         interests.
      

      
      The primary job of the manager is to satisfy stakeholders, and the way to do this
         is by considering their wants/needs first. Only after we have considered every stakeholder
         group can we then come up with an ethical plan for business implementation. Ideally,
         the manager’s job is to satisfy, or at least not anger, stakeholders. It is the manager’s
         job not to adversely impact their interests and, when possible, promote their interests.
         The manager does, the stakeholder receives. Furthermore, in addition to this responsibility
         the manager has discretionary authority to bring these states about. The manager can make you feel better or the manager can make you feel worse. It is the manager’s job to make good states come about in the
         stakeholders and avoid causing bad states in these same stakeholders. Where only direct
         intention to do good for others counts as moral action, business becomes a vehicle
         for serving this version of common good and not an institution to produce a good or
         service for trade (Kline 2006). 
      

      
      Alternatively, The Fountainhead offers a vision where, within certain general rules, people should pursue their own
         interests and goals. These rules will consist of the rights to property, life, contract,
         and a body of rules prohibiting harm to others. In this respect, Rand follows a venerable
         line of economists and philosophers including Adam Smith, John Locke, John Stuart
         Mill, and Robert Nozick. Within this framework of “side constraints” your task is
         to do the best you can, or want, to do. You may make choices that help others, like
         giving them a job. You may make choices that hurt their interests, like firing them.
         Within this framework, each agent is in charge of their own substantive style, from
         choosing their profession to choosing how they will pursue that profession. It is
         within this framework that each individual fountainhead pursues their own goals.
      

      
      From the perspective of business ethics, though, there is a huge gap between side
         constraints. This gap includes both the personal question of “What should I do with
         my time?” and the follow-up question of what I should do once I have made that decision.
         Classical liberal and libertarian political theory has no answer or even guidance
         to this question (Rasmussen and Den Uyl, 2005). What The Fountainhead brings to the table is that the answer to the first question should be tied to the
         second via professional ethics.
      

      
      The profession is the repository of professional practices and lessons learned over
         the years. Roark learns from Stanton, Henry Cameron, and even while working for Guy
         Francon. Roark does learn from others. Professional standards are not formed in social
         isolation. They are formulated concomitantly with suppliers, employees, and customers.
         Guiding and focusing self-interest through the lens of the profession is how Roark
         actually serves others, even though others are not his primary intentional concern.
         His primary concern is the profession: the purpose and art of architecture. 
      

      
      Roark’s primary argument is not that he should be free of all rules. That is the kind
         of argument Guss Webb makes. Roark argues throughout the book that professional ethics
         ought to be tied to the work of the profession. The scope of this work is determined
         by the problems and tasks the profession claims to address. Concomitantly, you ought
         to decide to engage in that profession where you want to do that type of work. This
         is what channels self-interest in The Fountainhead. This love of the profession is why Cameron teaches Roark. He sees in Roark this
         same devotion, and hence, teaching Roark is advancing the profession. It is only after they work together in this common bond
         that Cameron and Roark begin to have a real personal attachment. In the first instance
         it is not a sympathy for others that channels self-interest. In The Fountainhead it is not an “enlightened” self-interest that somehow calculates the long-range benefits
         of not harming others. We never see Roark calculating what the rest of his life would
         look like if he made a decision. All of his decisions are surprisingly in the moment,
         including his first attempt to establish his own practice. Professional ethics for
         Roark is not an additional ad hoc layer of how to be good to others. Rather it is a practice integrated with serving
         the client by considering the nature of the good or service being offered and the
         problem being solved. Roark identifies so fully with the profession that personal
         integrity, for Roark, is professional integrity. 
      

      
      Much attention is given to Roark’s refusing to change a facade or cornice for a client
         when this would get him a job. Roark argues that by focusing solely on facades of
         the past, the profession has quit being true to itself. Every critique of every building
         Roark and Dominique invoke involves something that discomforts and inconveniences
         the owners in favor of a facade done for the sake of putting the judgment of those
         long dead ahead of their own. According to Roark, the proper rules of architecture
         take account of all those elements, from the building costs to how the sunlight hits
         a room. If his clients want to violate those principles, he does reject them. His
         love of the building and work of art trump these types of requests. He rejects them
         on the basis of a personal integrity dedicated to the professional ethics of architecture,
         not, as critics claim, a personal integrity to an ad hoc list of requirements he has
         determined in a selfish vacuum. 
      

      
      It is not just about the facades, though; it is about the types of clients Roark thinks
         he should work with. Remember, Roark gets burned at least twice from choosing the
         wrong client. These types of clients do not even like the old facades. Where Roark
         gets hurt they do not even like his architectural style. Personally liking something
         would at least be an individual preference. At least Peter is trying to get something
         he thinks he wants: fame. It’s the only desire Peter can come up with that seems to
         be his own, and this perception of at least some goal is probably Roark’s soft spot
         for Peter. Roark’s other potential clients, though, never even muster this much of
         a desire. Rather, they want a certain style because everyone else says they should
         want that style, and those recommending that style do so because yet others say that
         should be the style. It’s not that these patrons have bad taste; it’s that they have
         no taste. They bow to an amorphous opinion that no one really holds but everyone accepts
         for the sake of satisfying others. In rejecting these clients Roark is not refusing
         to serve a client. There is no client. 
      

      
      Contrast these instances of rejection to when Roark has no problem designing for the
         client. Austen Heller, the gas station, Gail Wynand, and Monadnock Valley all explicitly
         include consideration for the client. Heller’s library is specially placed. The gas
         station is well lit and easy to access. Roark explicitly incorporates privacy into
         Monadnock Valley because that is the commodity those clients will want, and Wynand’s
         house gets consideration of a single guest room and the site Wynand loves so much.
         In every single case, the direct desires, preferences, and judgments of the client
         concern Roark, but they concern him as part of the architectural problem. By considering
         the problem first, he serves his client. 
      

      
      The problem is always the function the building, and that function directly includes
         what the clients want from the building. The form of the building is the solution
         to that problem. This isn’t just a view about architecture; it’s a statement about
         business. The problem comes first and must be solved within the rules of the market.
         Professional ethics further defines better and worse solutions to the problem. This
         includes practical matters like engineering, not just people’s feelings and interests.
         Finally, individual talent will determine how well any given individual meets these
         benchmarks.
      

      
      There is no doubt that Rand writes to show that Roark’s way of solving problems is
         the best, both aesthetically and ethically, and even self-interestedly. Yet, there
         is a plurality of differing views in The Fountainhead concerning the nature of architecture. Roark never tries to convince other architects
         that they should all be designing like him. He never argues with the other architects
         at Kiki’s parties. He never considers it his duty to convert everyone to his way of
         thinking. He certainly never advocates for a licensing structure that would mandate
         his style as the only legal way to get a license. For someone so passionate about
         architecture, he has a decidedly live-and-let-live attitude towards both clients and
         competitors. 
      

      
      This plurality of methods and people is important for understanding both the book
         and the business ethics within. Most people seem to read the book and focus only on
         Roark. They then take away the meaning that the book represents a “my way or the highway”
         theme and that this is what capitalism is about. Rather, the book represents Roark’s
         way as the best way, but not the only way. Others are free to seek their paths and
         pay the price. Roark pays the price for his views several times, and so do other architects
         in the book. Gordon Prescott loses Heller because of his belief that all styles must
         be mixed. Holcombe loses anyone who doesn’t want Renaissance. For The Fountainhead, capitalism isn’t about doing things one way; rather, it’s about choosing one of
         many ways and being prepared to pay the price for that choice, and not just in terms
         of money.
      

      
      Conclusion

      
      In the best of the tradition of virtue ethics, Rand is arguing that Roark’s set of
         virtues is the true way to flourish. This also separates The Fountainhead from Atlas Shrugged. In the latter, all those not adopting the philosophical viewpoint of John Galt are
         doomed to perish. In The Fountainhead it is only those who totally abandon their self through total lack of integrity that
         perish, if not physically then psychologically. We see this with Catherine Halsey
         as well as Keating. The one mystery is Gail Wynand. Wynand is devastated at the end
         of the book because of his central second-hander lust for power. Roark believes that
         Wynand exhibited enough integrity to survive this blow, but we never hear from Wynand
         again. However, whatever his mental state, behind the scenes he arranges for his life’s
         monument to be built by Roark: the tallest skyscraper in New York. This is definitely
         a nobler outcome for him than painting pictures that elicit only pity from Roark.
         Even for Wynand there is some redemption. Keating is the only architect we see trying
         to satisfy everyone; he is the only one who exhibits absolutely no integrity and in
         the end is the worst loser.
      

      
      Through The Fountainhead we are given captivating examples of how business can be part of one’s larger identity.
         The phrase I have used is “substantive style”: a way of doing and being that incorporates
         talent, ethics, self-chosen goals, and how we go about enacting them. It includes
         both our aesthetic judgment and our aesthetic presence in the world. It is meant to
         be telling that Keating can’t use his own judgment to even choose the furniture for
         his own apartment. Keating knows this at some level, and he also knows the reason
         why he does this: choosing a substantive style involves costs. It will cost you money;
         some people may not like you. You will lose some clients to competitors. Without it,
         though, you lose yourself.
      

      
      Roark, on the other hand, chooses a substantive style opposite of Keating’s. Roark
         loves doing architecture, including the engineering and all the smaller bits Keating
         never learns. To say, though, that Roark’s identity is tied to architecture means
         that he also identifies with the professional ethics of architecture. As we see in
         The Fountainhead, there are different conceptions of professional ethics, and adopting any of them
         entails certain costs. Importantly, professional ethics fills in the gaps left by
         classical liberal political and market institutions. Professional ethics provides
         a guide of how to live and, as such, is one of the subjects of choice when deciding
         on which profession to pursue. As such, professional ethics is an experiment in ways
         to live and ought to be protected just as jealously in the market as Mill defends
         it in other spheres of life.
      

      
      The characters in the novel are free to experiment with these different styles because
         they operate within a market. But The Fountainhead is not about monetary profit maximizing; it is very much about business and the moral
         importance of business activity within one’s life. This conception of business deserves
         attention since business is often thought of as an amoral aspect of life when, rather,
         it is integral to human flourishing (Kline 2008). 
      

      
      The problem is that many forget the importance of formal institutions like property
         and mediating institutions like professional ethics. These formal and cultural institutions
         focus self-interest on problem solving that actually helps people, even though the
         direct object of the actor’s attention, and intention, may be anything but the final
         receiver of the good or service. In championing a focus on the problems and self-chosen
         goals of the businessperson, we see that the book stands as a counterargument to what
         is now commonly called “stakeholder theory.” Serving others in business is not about
         prostituting one’s self to any customer who comes along; it is about cultivating your
         product or service within a market in order to flourish. This includes determining
         who your market segment is and is not. As Peter Keating demonstrates, trying to be
         something for everyone is the true guide to business and personal disaster. 
      

      
      The Fountainhead is a good primer for business ethics precisely because it emphasizes that choices
         must be made and that these choices have a cost in money, opportunity, and psychological
         well-being. We should not make these choices as if they are in isolation from the
         rest of our life. Robert Frost realized that choosing one path necessarily means leaving
         other paths behind. “The Road Not Taken” reflects with a sigh on the opportunity costs
         of choice. In contrast, The Fountainhead focuses on the joy of choosing a path, even in business, and is a fine example of
         how business ethics can have both meaning and beauty as a result of your own chosen
         substantive style.
      

      
      Notes

      
      
         First published in Younkins, Capitalism and Commerce in Imaginative Literature (Lanham, MD: Lexington Books, 2016).
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            1. When Paul McCartney stated that he did not wish to be singing “She Loves You” at 30,
                  he realized this relationship and both how his work and identity had been evolving.
                  
               

            

         

         
            2. Actually there can be up to nine different forms that stakeholder theory can take,
                  but this rough distinction captures most of them and is fine for our purposes here.
                  See Joseph Heath and Norman Wayne (2014).
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      Ayn Rand’s Objectivist Virtues as the Foundation for Morality and 
Success in Business
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      This chapter makes the case that a particular manifestation of virtue ethics can concurrently
         provide a sound, logical foundation for organization theory and practice, leadership
         theory and practice, and moral theory and practice. It examines the applicability
         of Ayn Rand’s virtue ethics in business and explains the steps necessary to create
         a virtues-based business. The two concluding sections summarize the argument, provide
         a diagram that illustrates the connections among the ideas presented, and discuss
         what needs to be done in order for Objectivist virtue ethics to be accepted as a strategic
         guide for business firms. The main message is that a corporate philosophy based on
         the Objectivist virtues can be a fundamental source of business success and of the
         flourishing and happiness of a firm’s employees. This virtue theory has immense applicability
         and strategic implications in businesses and has the potential to revolutionize the
         way in which businesses are operated.
      

      
      A case is made that virtues should serve as a touchstone for achieving a firm’s goals,
         values, and purpose. Virtues, as rational moral principles, need to be integrated
         with the company’s vision, culture, and climate. More specifically, it is maintained
         that Ayn Rand’s Objectivist virtues provide an integrated, rational, philosophical
         basis for employee decisions and actions (Rand 1957; 1964; Smith 2006). They include:
         rationality, honesty, justice, independence, integrity, productiveness, and pride.
         These virtues supply an integrated framework and link virtues to the objective requirements
         of the survival and flourishing of both employees and firms.
      

      
      Objectivist Virtue Ethics in Business

      
      Virtuous actions can lead to the achievement of values. When the context is restricted
         to business, virtue theory contends that pursuing virtuous principles, strategies,
         and actions can result in firms realizing their values—including their mission, purpose,
         profit potential, and other goals. Virtuous employees tend to carry out their roles
         in a competent manner that is congruent with the firm’s goals. Virtues are instrumental
         in allowing a person to act to gain values. When businesspeople adopt the Objectivist
         virtues, they increase the likelihood of achieving their values and goals. Virtue
         ethics stresses the importance of each individual employee being able to make contributions
         of value. Valid virtue concepts are required to describe what it means to be an excellent
         director, leader, manager, or employee. To be successful, a business needs to espouse
         a set of virtues that are reality-based, non-contradictory, integrated, and comprehensive.
      

      
      Virtue theory holds that ethics is an inherent part of business and that it is necessary
         to integrate moral theory into management theory and practice. The role of the virtues
         in business is to direct and motivate behavior toward the success of the business.
         Strategic management and business ethics converge because each has an explicit interest
         in the nature and goals of business. In business, the virtues facilitate successful
         management and cooperation and enable a company to attain its goals. The Randian virtues
         can provide a moral framework and integrating strategy to guide a business in achieving
         its goals.[1]  
      

      
      The virtues connect ethics to business positively and provide a sound logical foundation
         for business ethics. Given the laws of nature and of human nature, there exists a
         set of virtues that fit reality and that are most likely to lead to success and happiness
         in business. Rand’s ethics specifically recognizes production as the central human
         value. In addition, the personal virtues that she advocated have a direct bearing
         on work: rationality, honesty, independence, justice, integrity, productiveness, and
         pride. These virtues can be used as guiding forces in a business career and in the
         management of a business. They define the excellent manager (or other employee) and
         provide the principles that a corporation should adopt with regard to investors, employees,
         customers, vendors, and others.
      

      
      A case can be made that virtue ethics has priority over, and perhaps grounds, other
         competing ethical approaches to business. In most cases, being virtuous will be sufficient
         for leading a morally decent life in the world of business. Virtue theory is more
         attractive, positive, unified, comprehensive, and practical than are traditional approaches
         to business ethics because it is concerned with the type of person that one should
         be rather than with rules that tell people how they ought to act. Virtue theory is
         concerned with the cultivation of character and provides a framework through which
         a person can lead a flourishing and happy life. Moral growth comes from choice rather
         than from conformity to rules or codes.
      

      
      Traditional approaches to business ethics (i.e., deontology, consequentialism, and
         codes of conduct) are viewed as formulaic, prescriptive, constraining forces that
         legislate the form of moral deliberation. Conventional approaches focus on a set of
         prohibitive principles or rules that tell people how they ought to act. Kantian and
         utilitarian act-oriented approaches concentrate only on the development of principles
         while neglecting the cultivation of an individual’s character. Neither deontic nor
         consequentialist judgments are apt to supply sufficient action guidance for resolving
         particular dilemmas. Consequentialism holds that an action is proper if it results
         in the best results. Deontology contends that an action is correct if it is in agreement
         with a moral principle or rule. By contrast, virtue theory maintains that an action
         is right if it is what a virtuous person would do in the circumstances. Virtue ethics
         should be viewed as a precondition of, and complement to, moral reasoning based on
         a deontological focus on one’s obligation to act and on a teleological focus on the
         consequences of an action. Virtue ethics is more fundamental and in many cases preempts
         the consideration and application of deontic and utilitarian rules. An emphasis on
         virtuous behavior is motivational because it depends upon a person’s ability to aspire
         to excellence through virtuous acts. Virtue ethics emphasizes the process of individual
         moral character development. Above all, virtue ethics is concerned with the flourishing
         and happiness of the human agent (Mintz 1996, 537–38; Arjoon 2000, 159–78; Whetstone
         2001, 101–14).
      

      
      Virtue theory provides a context in which strategies, plans, tactics, policies, and
         procedures can be developed to attain a business’s stated mission and other relevant
         values. Virtues can play a causal role in achieving economic success. Virtue-driven
         firms tend to maximize profits. However, acting virtuously does not always result
         in wealth creation because other factors can come into play. Despite such occurrences,
         virtuous employees can still experience the internal rewards of pride, self-esteem,
         and the joy of knowing that they did their jobs well.
      

      
      The achievement of a firm’s telos, mission, purpose, ultimate end, or ultimate value requires virtuous action on the
         part of the company’s employees. The ultimate value for a business is financial value.
         The purpose of a business is to maximize owner value over the long term by selling
         goods and/or services.[2]   Most corporation mission statements communicate this purpose explicitly, or at
         least implicitly. It is necessary to recognize a business’s distinctive purpose when
         organizing and integrating human effort into purposeful long-term activities. Purposeful
         behavior requires a single overarching valued objective function. In a corporation,
         market price per share can be a surrogate for owner value. More specifically, the
         ultimate purpose of maximizing total long-term market value can provide a criterion
         for management decisions and choices among competing alternatives. Virtues are instrumental
         and support a firm’s overall telos. In addition, a virtuous work life can be viewed as both instrumental to, and partly
         constitutive of, a flourishing and happy life of an employee. Virtuous activity at
         work can be seen as both a means to, and realization of, an important part of a good
         life (Badhwar 1999).
      

      
      To accomplish a corporation’s ultimate purpose requires the attainment of a number
         of goals. It is possible to look upon both a firm’s ultimate purpose and its goals
         as values that need to be achieved. Although technically a value is an object of goal-directed
         action, in general parlance, both terms—“goals” and “values”—are often used interchangeably.
         For our purposes, we can consider both the ultimate end of a corporation (i.e., the
         long-term maximization of firm value) and the goals that can lead to this ultimate
         end to be values.
      

      
      Goals (sometimes referred to as objectives) are specific quantitative targets that
         a business needs to meet in a manner consistent with ethical principles in order to
         accomplish its purpose. Typical goal areas in a business include: profitability, sales,
         sales growth, return on investment (ROI), profit margin, cash flow, market share (or
         position), customer loyalty, productivity, efficiency, cost control, research and
         development, product leadership, employee development, employee attitudes, employee
         loyalty, expansion or contraction of product and service lines, reducing business
         risks, and so on. Each and every goal should be analyzed to determine the potential
         impact on firm value and contribution or lack of contribution to the attainment of
         the firm’s target valuation. Goals whose achievement does not contribute to increasing
         shareholder value should be eliminated.
      

      
      To succeed, a business must have a superior vision and purpose to work toward and
         the strategic focus and direction of effort to achieve them. The Objectivist virtues
         can enable people to direct their actions toward the attainment of a company’s goals
         and values, including the maximization of owner value. Virtuous actions can lead to
         better customer service, gains in productivity and efficiency, higher employee retention
         rates, reduction in employee absenteeism, improvement in employee morale, better communications
         both internally and externally, honest and reliable internal and external financial
         reporting, flexibility needed to adapt to market conditions, increased innovation
         and more frequent and timely launching of new products and services, higher sales
         and profits, sustainable competitive advantages, greater flourishing and happiness
         of the firm’s employees, and so on.
      

      
      Virtuous behavior is required at all levels of a company from employees who realize
         that business is a natural and moral means by which they can satisfy their needs and
         attain their actualization as individual human persons. Virtuous employees are energetic,
         productive workers who: (1) focus on reality; (2) think objectively, rationally, and
         logically in applying relevant knowledge; (3) ask clear, pertinent, insightful questions
         and listen carefully; (4) search for facts in their total context before judging and
         evaluating business situations; (5) use time efficiently and effectively; (6) organize
         their lives and work toward accomplishing worthwhile endeavors; and (7) set value-producing
         goals and strive to accomplish them.
      

      
      A virtuous employee begins by understanding what the facts are and does not evade
         the distinction between the real and the unreal. Evasion detaches a person from reality.
         Virtue begins with the effort to confront reality as it is. Given that there is no
         standardized algorithm for making business decisions, an employee needs to use his
         reason to make rational, logical decisions based on the facts of reality. One needs
         to apply conscious, prudent, rational judgments and choices in various business contexts
         in order to identify, execute, and implement profitable and ethical internal and external
         exchange transactions.
      

      
      Much of morality in business falls under the rubric of honesty. Honesty means being
         in accord with reality. Honesty is basic to the structure of human relationships in
         virtually all contexts. Dishonesty is self-defeating because it involves being in
         conflict with realty. Morality in business involves objectively recognizing and dealing
         with customers, employees, creditors, stockholders, and others as autonomous rational
         individuals with their particular goals and desires. The trader principle should govern
         the course of all human interactions because voluntary value-for-value relationships
         are consonant with human nature.
      

      
      Honesty is closely related to the virtue of justice. Justice, a form of faithfulness
         to reality, is the virtue of granting to each man that which he objectively deserves.
         Justice is the expression of man’s rationality in his dealings with other men and
         involves seeking and granting the earned. A trader, a man of justice, earns what he
         gets and does not give or take the undeserved. For example, a virtuous manager must
         make sure that customers get what they pay for. In addition, he needs to identify
         employees for what they accomplish and treat them accordingly. Employees should be
         objectively appraised and compensated based on their contribution toward achieving
         a firm’s mission, values, and goals. A virtuous manager will discriminate among all
         those that he deals with (i.e., customers, suppliers, workers, etc.) based on relevant
         qualities and personal merits such as ability, competency, performance, and character.
         He will not improperly discriminate based on irrelevant characteristics such as sex,
         race, nationality, and so on.[3]  
      

      
      Although individuals can learn from each other, the fact remains that each of us thinks
         and acts alone, and we are responsible for our own actions. Independence requires
         the acceptance of one’s intellectual responsibility for one’s own existence, requires
         that a man form his own judgments, and that he support himself by the work of his
         own mind. It is not a corporation’s fault if someone does not attain his goals.
      

      
       

      Each employee is responsible for his favorable or unfavorable outcomes in a business
         setting where responsibilities are defined by, and arise out of, his particular role.
         Of course, a goal may not be completely under one person’s control. It may require
         interdependence with or on other employees who co-contribute to whether or not someone
         attains a goal. Positive change and innovation in a company are based on the creativity
         of logical independent thinkers. It is through such employees that a firm discovers
         and invents ways to improve the fiscal bottom line, thereby increasing the firm’s
         market value.
      

      
      Integrity is the refusal to permit a breach between thought and action. It means acting
         consistently with rational principles that will lead to success and happiness. In
         business, an employee’s rationally made plans are integrated with his actions in order
         to bring values into existence. From more of a macro viewpoint, we could say that
         the integrity of a business is maintained if the purpose for which it was created
         is followed (i.e., the maximization of owner value).[4]  
      

      
      Productiveness, the virtue of creating material values, is the act of translating
         one’s thoughts and goals into reality. Productiveness comprises an important existential
         component of virtuousness and is a responsibility of every moral person. It involves
         a commitment to creating value and to being responsible for bringing what one needs
         and wants into existence. Workers in a business are committed to producing wealth
         and bringing about well-being by taking the actions required to achieve the firm’s
         mission. Profits are an indicator of productive work on the part of people who want
         to achieve, produce, and improve well-being. Because people differ with respect to
         their intelligence, talents, and circumstances, the moral issue becomes how a particular
         employee addresses his work given his facticity, including his potentialities and
         concrete circumstances. In a business, the Randian virtues (including productiveness)
         offer a set of principles for getting the most value from one’s work. Rand’s Objectivist
         ethics recognizes that individuals search for meaning and purpose in the various components
         of their lives (work life, love life, home life, social life, and so on). Each of
         these is an end in itself and a means to the end of one’s life in total. One’s life
         in total is an end in itself and an ultimate value.
      

      
      Pride, also called moral ambitiousness, is a man’s commitment to achieving the best
         in his life, thereby effecting his moral perfection. Pride is the reward we earn by
         living by the other six Objectivist virtues. A businessman’s drive for success is
         a result of his taking pride in the business portion of his life. Each employee needs
         to work in such a way as to be able to be rightfully proud of what he has done. Work
         is needed not only for sustenance, but also for psychological well-being—it can be
         viewed as a means by which a man can maintain an active mind, attain purposes, and
         follow a goal-directed path throughout his lifetime. Through work, a man can achieve
         his highest potentials. Doing work well in accordance with the goals of a firm (which
         are aligned with the personal goals of the worker) can cause an employee to positively
         enhance his self-esteem.
      

      
      Business, as a calling, is related to the flourishing of the individual. Innumerable
         individuals have satisfied their needs, actualized their potentials, and attained
         their goals in the realm of business. Virtuously engaging in business involves selecting
         a way of life that offers opportunities for human flourishing and happiness. Work
         is at the root of a meaningful life, the path to individual independence, and a necessity
         for human survival and flourishing. It is also the distinctive means by which human
         beings forge their identity as rational, goal-directed beings. Productive work is
         the process by which humans control their existence by acquiring knowledge and translating
         their ideas and values into physical form. Work is a synthesizing activity, involving
         both cognitive and physical aspects, that helps to actualize specifically human abilities
         and desires. Work is needed not only for sustenance, but also for psychological and
         spiritual well-being—it is the means by which a person can maintain an active mind,
         attain purposes, and follow a goal-directed path.
      

      
      Creating a Virtue-Based Business

      
      Virtue ethics can contribute importantly to a comprehensive theory of business and
         supply a context in which actions can be taken to attain the mission of a particular
         business. At the same time, the virtues can play a pivotal role in establishing a
         corporate culture and related climate that provide meaning and purpose for the company’s
         employees. Virtuous leaders, managers, and other employees can take actions that lead
         to, and create, a strong, focused business that is moral and financially successful.[5]  
      

      
      A company’s vision, mission, and purpose establish its identity. An effective, authentic,
         and credible top-level leader will communicate these clearly in an inspirational fashion
         to the firm’s human assets. His job is to create a vision and to inspire others to
         make that vision a reality. Such a leader realizes that a business vision plays an
         essential role in realizing a company’s prospects. He understands that a successful
         firm needs ethical leadership, an explicit set of core ethical virtues, and a sense
         of purpose.
      

      
      At the top level of an organization, it takes effective communicators who are clear
         about what they champion and who establish the company on virtuous behavior. At the
         highest levels of a corporation, it takes individuals of virtue to develop agreement
         and commitment about shared virtues and moral values. A culture (or climate) of virtue
         in a business begins with executives who exhibit virtuous leadership through their
         personal actions and interpersonal relationships. Employees are influenced by observing
         visible and legitimate role models who themselves act as virtuous agents. Not only
         should leaders openly discuss virtues and values, they should also live the virtues
         and values that they advocate.[6]  
      

      
      A firm’s climate and culture are inextricably interconnected and mutually reinforcing.[7]   Its climate includes the company’s policies, practices, and procedures, and the
         culture encompasses its deeply held values and beliefs. A firm’s climate is the internal
         environment that is experienced by its members, that influences their behavior, and
         that can be used to infer the values of the company’s culture. What a company practices
         and rewards (i.e., its climate) implies what the company and its leaders value (i.e.,
         its culture).
      

      
      In order to promote a culture and climate of virtue, leaders need to communicate their
         ethical expectations. They need to convey a sense of identity to employees that will
         aid in guiding their decisions and that will elicit their loyalty. Loyalty produces
         partiality, interest, and personal identification with a firm. An appropriate tone
         needs to be set at the top, with time devoted to discussing the importance of virtues
         and values. Time needs to be taken to express what the company finds to be meaningful,
         how the employees should be functioning, and how the firm wants to be regarded both
         internally and externally. The language of virtues, with its emphasis on telos and
         character, can become a source of action in the firm.[8]  
      

      
      It is also necessary to lead by example—words must be backed up by consistent virtuous
         actions. It is essential that executives, managers, and other employees perceive that
         the company’s most senior leaders live and support the virtues and values that they
         espouse. They will then be leading by authority that derives from their character.
         The virtues can guide those in authority positions to make ample use of their roles
         as exemplars, vision creators, stewards for owners, and motivation sources for others
         in the firm. Leaders of character who establish and base their company on virtues
         can make a tangible impact on the entire business, which can become the type of firm
         to which individuals are attracted. A culture of virtue not only can attract loyal
         and moral employees, it can also influence relationships with customers, suppliers,
         and others. A company that values the virtues is a superb firm to work for, to deal
         with, or to be an owner of.
      

      
      A culture of virtue creates a highly valued work environment that serves as a foundation
         for long-term financial performance. Extraordinary effects can result from an emphasis
         on virtues. Virtues can engender a sense of authenticity and wisdom and can positively
         affect a firm’s activities and outcomes. Business activities and decisions can be
         approached in a manner that contributes to accomplishing the company’s goals. Virtues
         serve as touchstones defining employees’ decisions and actions. There is a relationship
         between virtues, individual performance, and organizational performance.
      

      
      Business is about the creation of value. A commercial firm exists in order to make
         money for the shareholders. Virtue ethics contributes to a culture (or climate) for
         business that fosters best practices, enhanced profits, and the well-being of employees.
         In order to create exceptional long-term economic rewards to shareholders, a firm
         needs to provide outstanding products and/or services to customers, and, to do that,
         the company needs to employ excellent workers. Living by Rand’s prescribed moral virtues
         can enable a business to meet the above requirements. Some of the objectives of such
         a company will be: to respect individual rights, to produce efficiently, to increase
         sales and customer loyalty, to maintain vendor loyalty, and to attract virtuous and
         loyal employees. Focusing on the long-term good of investors, customers, employees,
         and suppliers brings about excellence in financial performance.
      

      
      To succeed a firm needs to achieve meaningful and genuine alignment between employees’
         goals, values, and virtues and those advocated by the company itself. A company that
         is able to achieve such congruence will strengthen employees’ ethical behavior, personal
         effectiveness, and company loyalty and will likely outperform other firms in revenues
         generated, profits attained, company growth, stock prices, and so on. A firm needs
         to concentrate on developing the freedom, independence, and virtuousness of employees
         if it wants to succeed. Developing virtuous employees is a major concern in developing
         a thriving business enterprise.
      

      
      A firm that has developed an explicit set of virtues and moral values will strive
         to attract and retain workers who adhere to those virtues and moral values. They can
         provide a filter, screen, or benchmark in employment evaluation decisions. They can
         also be acquired and/or strengthened through education, training, mentoring, observation
         of role models, and other experiences in the business. It is essential to devote ample
         time to locating and developing outstanding employees. It is especially important
         to pay attention to who is selected for, or promoted to, management positions. A good
         manager will hire excellent people, train them well, assign to them the appropriate
         level of authority and responsibility, expect high levels of achievement, and reward
         performance justly. Companies that develop a corporate culture of virtue will tend
         to attract quality applicants with a minimum investment in recruitment and hiring,
         reduce training costs, have lower turnover rates, experience better employee morale,
         build up employee loyalty, elicit greater employee effort, and earn higher profits.
      

      
      To foster an internal strategic culture of virtue, a company needs to emphasize rational
         self-interest and to treat employees as traders. Each individual employee has the
         goal of self-actualization, and there are links between that goal, the virtues, and
         the advancement of the firm’s goals. A virtuous work climate provides opportunities
         for employees to flourish in the world of work. There are linkages between employee
         flourishing and positive organizational outcomes. These connections provide plentiful
         opportunities for concurrent individual growth and firm productivity. A flourishing
         employee is one who is motivated, creative, and happy and who takes pride in his work.
         A virtuous employee possesses competencies and performs his job in a competent manner.
         Having such employees is conducive to the corporate goal of sustainable profit.
      

      
      Virtue ethics is contextualized and linked directly to fulfilling the expectations
         of an assigned role or function. People’s positions and relationships within a business
         are defined through their various roles and related rules that assign (and restrict)
         functions and responsibilities. When acting as a manager or as a member of a board
         of directors a person is acting in a representative role or function for the stockholders.
         Managers in a particular context-specific role must keep in mind which decisions and
         actions will improve firm productivity and/or efficiency and pay off for the owners.
         Workers who are not managers are technically not representatives of the stockholders,
         but they do act for them because they are employed by the company (Ewin 1995, 833–42).
      

      
      An organizational culture (or climate) based on sound virtues provides a solid foundation
         for rational moral judgments and actions by employees. An explicit set of core virtues
         can serve as a valuable resource for employees when they are resolving ethical dilemmas.
         Through ongoing promotion and reinforcement by leaders in a business, the virtues
         can be adopted by employees and become part of their routine behavior. A culture (or
         climate) of virtue can positively influence employees’ personal flourishing, attitudes
         toward their work, job satisfaction, and commitment (i.e., loyalty) to the business.
         Good leaders will understand that a virtue-based culture must be continually supported,
         developed, and renewed.
      

      
      Kaptein (1998a; 1998b; 2008) has explained that an organization’s ethical context
         is presented by its ethical climate and ethical culture. He maintains that the climate
         constitutes ethical conduct and that the culture stimulates ethical conduct. As sources
         of normativity, managers need to communicate to all employees what is expected and
         acceptable and what is not. According to Kaptein, both consistent signals and reinforcement
         are needed regarding the proper use of corporate assets and performance of one’s functional
         responsibilities. A company needs to have clear, concrete, and comprehensive expectations
         with respect to employee conduct. Because these expectations need to be feasible (or
         achievable), an employee requires sufficient time, budgets, resources, information,
         and authority to fulfill his responsibilities. In addition to creating the conditions
         that will enable employees to comply with normative expectations, companies need to
         support employees and encourage them to identify with organizational values. A company
         should also provide the freedom and opportunity for employees to raise, discuss, and
         debate ethical issues. The firm needs to make sure that the consequences of one’s
         actions are observable, visible, and transparent. Finally, there should be known and
         probable sanctions (i.e., rewards and punishments) for various ethical and unethical
         actions.
      

      
      An organization’s culture and climate are comprised of numerous distinct and observable
         artifacts, forms, and behaviors. The culture and climate are, to a certain extent,
         influenced, created, managed, and maintained by the organization’s leaders. A number
         of managers at various levels can lead culture and climate initiatives and design
         strategies and infrastructure to shape and support the culture and climate. Those
         involved can and should include the CEO, senior executive team members, senior and
         mid-level functional executives, and senior and mid-level human resources managers,
         among others. Hall (2005) notes that everything that a manager does sends a message
         and that employees pay attention to what is measured, controlled, and rewarded over
         time. She explains that people’s exemplary actions need to be reinforced, rewarded,
         and recognized. An effective reward strategy for reinforcement might include recognition
         at an organizational event, informal praise by a manager, the offering of professional
         development opportunities, formal recognition by management, visibility with senior
         leaders, monetary rewards, appreciation at social events and celebrations, awards
         programs, newsletter recognition, and so on.
      

      
      A business culture and climate built upon a virtue-based framework can provide a powerful
         theoretical and practical model for a corporation. To create such a culture and climate,
         it is essential to incorporate virtues and values into the firm’s language (i.e.,
         its in-house terminology and slogans), symbols, traditions, meetings, ceremonies,
         rituals, myths, customs, legends, stories, recognized heroes, problem-solving methods,
         and so on. These can help align people with a common vision or purpose. They can provide
         direction and clarity, convey messages and resolve confusion, increase order and predictability,
         maintain solidarity, socialize employees and pass along traditions, supply role models,
         help employees find purpose and passion, recognize accomplishments, aid in recruiting
         and hiring the right people, and serve to guide and legitimize everyday decisions
         and actions.
      

      
      BB&T Corporation is a great example of a company that has successfully adopted an
         Objectivist virtue-based framework.[9]   John Allison, an articulate advocate of Rand’s ideas, took BB&T, a local bank in
         Winston-Salem, North Carolina, and built it into the tenth-largest bank in the United
         States. Allison began his career at BB&T in 1971 and became CEO in 1989. During his
         tenure at the top, the bank went from having $4.7 billion in assets to $152 billion
         in assets. Under Allison’s leadership, BB&T bought up sixty competitors and expanded
         into eleven states. The bank has grown into a multi-state financial services holding
         company and is considered a regional leader in banking. In order to create superior
         long-term economic rewards for its stockholders, BB&T has provided excellent service
         to its clients. In order to do that, it has attracted, hired, and maintained excellent
         employees. To accomplish all of the above, the bank has focused on creating a corporate
         culture based on values and virtues.
      

      
      BB&T uses philosophical principles and values as guiding forces. Allison has established
         a corporate culture of virtue that emphasizes rational self-interest. He argues for
         self-interest, productivity, and sustainable profits, and explains that those who
         produce more will receive more. BB&T’s policy is to hire the best people, train them
         well, assign them to appropriate organizational roles, expect high levels of performance,
         evaluate them objectively, and recognize, compensate, and reward their efforts and
         achievements fairly. The bank’s compensation system is in alignment with its virtues
         and values. Its peer appraisal system focuses on, and provides, feedback about how
         each employee is performing in relation to BB&T’s core values. BB&T has created a
         culture (or climate) of virtue that brings about trust, loyalty, consistency, and
         predictable results.
      

      
      A thirty-page booklet (written by Allison) called The BB&T Philosophy clearly delineates the bank’s philosophy and values. The bank’s purpose is stated
         as follows: “Our ultimate purpose is to create superior long-term economic rewards
         for our shareholders” (Allison 1998, 5). To accomplish this, the company spells out
         ten primary values, many of which conform to what Rand has called virtues. These values
         include: reality (fact-based), reason (objectivity), independent thinking, productivity,
         honesty, integrity, justice (fairness), pride, self-esteem (motivation), and teamwork
         (mutual supportiveness). It is explained that these values are held consciously, that
         they are logically consistent, and that each employee must act consistently with all
         of them.
      

      
      BB&T employees are expected to exhibit morality and mindfulness at all times. This
         begins with recruiting only the best candidates, especially at the management level,
         where applicants are screened for both values and abilities. Every employee is given
         a copy of The BB&T Philosophy and is expected to read it and to live it. Managers are also given a copy of Atlas Shrugged to read. In addition, managers are regularly assigned and given books to read for
         their business and personal benefit. BB&T’s ongoing training and educational programs
         instill the notion of lifelong learning and help to develop virtue-based and value-based
         employees. The bank is committed to developing and keeping productive, virtuous, and
         happy employees.
      

      
      Parnell and Dent (2009, 587–96) describe how BB&T managers are taught to “focus more”
         and to “evade less.” Psychological assessment and development for BB&T’s high-level
         executives takes place through a five-day structured course held by Farr Associates,
         a leadership development firm. This course encourages self-awareness and potentially
         reduces a person’s tendency to evade unpleasant realities in business situations.
         Through this course, a manager will gain the ability to evade less because he has
         been taught to understand the root causes of evasion. Managers are encouraged to think
         rationally and logically based on facts, not to let their emotions lead them to make
         bad decisions, and to pursue purposes that both achieve company goals and make themselves
         happy. After attendance at this program, the managers take part in a team-building
         process and attend a follow-up course on effective thinking.
      

      
      The bank’s operating policies reflect its free-market philosophy and values well.
         In 2006, the Supreme Court ruled that it was legal for local governments to condemn
         private property and then transfer it to other private companies and/or citizens to
         use for commercial purposes. BB&T refused to make loans to firms that obtained property
         through this dubious use of eminent domain laws. BB&T also avoided subprime mortgages
         and refused to grant “negative amortization loans,” in which borrowers make payments
         that do not even meet their interest obligations. In addition, the bank did not need
         or want to accept money from the Troubled Assets Relief Program (TARP) but was forced
         to accept it by the federal government. BB&T paid back the money with interest in
         record time—it was forced to pay a price for money that it neither needed nor wanted.
         It is clear that the Objectivist virtues direct BB&T’s exemplary company policies.
      

      
      Since 2005, the BB&T charitable foundation has found it to be in the company’s interest
         to fund sixty-five colleges and universities in establishing academic programs devoted
         to studying the moral and intellectual underpinnings of capitalism and free enterprise,
         including Rand’s Objectivist ethics. Since his retirement, Allison has continued to
         work with schools participating in BB&T’s Moral Foundations of Capitalism program
         in his tireless efforts to promote the virtues of capitalism.[10]  
      

      
      A Framework for a Virtuous Business

      
      This chapter has presented a skeleton of a conceptual and practical framework for
         a profitable and virtuous business organization in which employees can flourish and
         be happy. To summarize and to aid the reader, figure 15.1 depicts the relationships
         among the ideas discussed in this chapter.
      

      
      By its nature, a business fulfills its definitive overarching purpose (i.e., its ultimate
         value) when its leaders, managers, and other employees act in a manner that will maximize
         owner value over the long run by selling goods and/or services. In a corporation,
         managers owe the stockholders the morally justified fiduciary duty of caring for the
         stockholders’ interests. This purpose or telos provides the standard of value that should guide a firm’s goals, most of which can
         be expressed in quantitative terms. These goals should be organized hierarchically,
         leading to one overall end. The ultimate end of a corporation (i.e., the long-term
         maximization of shareholder wealth), as well as the goals that can lead to this ultimate
         end, can be considered values. There is a distinction between a firm’s ultimate value
         and its instrumental values. A value in a business is something worth having, attaining,
         or doing. Values in a business contribute positively to both the business and to the
         flourishing of the individual employees as human beings. It is these values that guide
         the evaluation of business situations and the choice of the best alternatives.
      

      
      
         A Framework for a Virtuous Business Organization.

            Author.

         

      

      A firm’s purpose, mission (i.e., its unique aim), leadership vision (i.e., desired
         or intended image or future state of the business), and a commitment to virtues as
         instructive principles can be genuine sources of guidance in decisions throughout
         a company. Leaders can play a pivotal role when they provide a business with purposeful
         direction for addressing organizational issues. A leader needs to undertake a program
         to build and confirm a corporate culture and climate in which principled actions and
         virtuous norms predominate. A company’s purpose, mission, vision, and ethical principles
         serve as premises to its strategies, policies, values, goals, and actions. Locke (2001,
         29–46) emphasizes the benefit of tying a firm’s goals to its mission. Doing so makes
         the employees believe that the goal is important. A manager should provide reasons
         why the achievement of each goal will benefit both the firm and the employee, frame
         goals as opportunities for self-development, present goals as challenges, make commitments
         to goals public, and tie goal achievement to rewards.
      

      
      Each employee should be encouraged to make ethical decisions and act from within his
         organizational role based on judgments guided by virtues. Virtue ethics preserves
         roles for prudence (i.e., practical wisdom) and excellence. An emphasis on virtues
         fosters a sense of meaning and well-being and grounds morality in facts about human
         nature. Virtues can serve as guides for attaining an organization’s values, including
         its ultimate purpose. Judgments based on virtues are primary, whereas deontic and
         utilitarian appraisals can be regarded as secondary to, and derivative of, virtue-based
         ones. Crockett (2005, 191–208) explains that virtues advance the purposes and particular
         practices of an organization and result in the concurrent flourishing of the individual
         and the institution. Virtue provides the prescription by which a business can define
         its own purposeful excellence, elevates the ideal of aspirational perfection, averts
         the leveling tendency of deontological ethics, and continually inspires employees
         and the firm toward their potentials. The hoped-for result is excellence of both people
         and practice. A virtuous firm attracts people who want to invest in, work for, and
         deal with the company.
      

      
      The goal of a leader should be to develop a consensus about shared values and virtues
         in order to improve performance and productivity in the workplace. When employees
         are viewed as traders, a virtuous culture and climate are reflected both in the understanding
         of members about what they are expected to do and in their expectations of what they
         will be receiving in answer to their performance. The goal is to have congruency between
         expectations and behavior. A successful business is apt to have values and virtues
         rooted in its employees that are accepted and shared throughout the firm.
      

      
      A compelling vision is needed in order to shape a company’s culture and climate. A
         top leader has such a vision when he has the foresight to visualize the future potential
         of a product, service, market, strategy, technology, innovation, etc. Together, the
         vision, culture, and climate provide the glue that holds a firm together and that
         unites employees around shared values, virtues, and beliefs, in their efforts to attain
         the company’s one central ongoing purpose. The communication and acceptance of these
         begins with formal public commitment from senior management executives who are respected,
         trustworthy, and have good communication skills. A leader needs to live the virtues
         and values that he advocates in order to attract others. Employees are perceptive
         observers of leadership behavior who promptly discern any discrepancies between what
         leaders vocalize and what they do. Locke (2001, 41–42) explains how leaders serve
         as role models who can motivate employees. Employees pay attention to how leaders
         spend their time, what they put on agendas for meetings, who gets money for projects,
         who gets promoted, how they treat others, and so on.
      

      
      It is imperative for leaders to incorporate rational moral principles (or virtues)
         into the company’s vision, culture, and climate. Individuals working in an organization,
         just as in their personal lives, need to have a moral code to guide their choices
         and actions. Rational moral principles guide people toward values and are necessary
         for achieving success, moral integrity, character, and happiness. A man needs an adequate
         set of principles to provide basic guidance in living well. Living by rational principles
         tends to make principled thought and action habitual. When a person habitually acts
         on sound moral principles, he develops virtues and incorporates his moral orientation
         into his character. Rand’s philosophy provides an integrative frame­ work and connects
         virtues to the objective requirements of the survival and flourishing of both men
         and of businesses. Normative principles are needed because the standard of survival
         and flourishing is too abstract. To act in a concrete situation, a man needs to have
         some basic view of what he is acting for and how he should act. Because actions are
         subsumed under principles, it is imperative to adopt good principles. Acting on virtuous
         principles cultivates corresponding virtues that, in turn, leads to value attainment,
         flourishing, and happiness. A person acquires virtues through free and deliberated
         actions.
      

      
      Leaders need to embody the importance of the virtues in the various distinct and observable
         manifestations of a firm’s culture and climate (its language, symbols, ceremonies,
         rituals, stories, etc.). Emphasizing the virtues enables companies to set their aspirations
         on excellence. The virtues can contribute to the flourishing of the individual employees
         and of the business itself. A firm’s leaders need to develop a virtue-based context,
         strategies, and processes to turn its mission and purpose into reality.
      

      
      To succeed, a firm needs to have strategies, structures, processes, rules, routines,
         coordination devices, controls, communication processes, and so forth that are reflective
         of, and compatible with, its values and virtues. Managers need to monitor and assess
         the conformance of activities, products, and processes to organizational standards.
         Executives need to establish coordination mechanisms to facilitate the exchange of
         information among members of the firm. There should be a deliberate plan for information
         gathering and the dissemination of ethics and other messages. Effective controls are
         needed in order to locate and reward accomplishments and to find deficiencies in order
         to correct them. A successful company requires a culture, climate, strategies, and
         mechanisms that develop competent and virtuous employees and that orient their behavior
         toward the correct evaluation of reality, customer satisfaction, continual improvement,
         collaboration, and the accomplishment of the firm’s mission and purpose (Perles 2002,
         59–66; Argandona 2003, 15–28).
      

      
      Thomas et al. (2004, 56–65) emphasize the need to define virtuous behavior clearly
         within a company’s value system and to pursue it persistently as a top priority goal.
         They see this goal as creating and maintaining an ethical climate in which employees
         are “ethically mindful” and act virtuously as a matter of self-regulation and routine.
         Viable long-term sustainable success can be attained only through sound ethical behavior.
         Leaders serve as public role models who must vocalize and embody a clear, consistent,
         and positive ethics message from the top. These executives must also ensure visible
         and regular positive and negative sanctions for ethical and unethical conduct at all
         employee levels. It is especially important for the CEO to stand for values and virtues
         both in his words and in his actions.
      

      
      Business is a distinctive, morally legitimate area of human activity. The moral purpose
         of a specific business, as an entity, is to maximize owner value over the long run
         by selling goods and/or services. In a corporation, managers morally owe the stockholders
         the fiduciary duty of maximizing shareholder value. Businesses succeed by producing
         wealth and by freely trading with others. Such wealth is primarily a product of the
         human mind. Through the use of intelligence, businessmen make possible physical goods,
         services, and enjoyment of life. Wealth creation is fundamental to human flourishing
         and is a morally respected activity. Participating in a business is part of a good
         life and is, therefore, something of which a person can be proud.
      

      
      This chapter has argued that virtues are needed for a firm to succeed in achieving
         its ultimate purpose and the values and goals that contribute to this purpose. Long-term
         sustainable success can be attained only through sound virtuous behavior. Virtues
         are the means to profits. They also focus on individual excellence. A case has been
         made that Ayn Rand’s Objectivist ethics provides a set of outstanding principles that
         a company should adopt in regard to its employees, investors, customers, suppliers,
         and others. The Objectivist virtues supply an integrated, rational, philosophical
         basis for employee decisions and actions. Operating businesses in accordance with
         these virtues contributes to both flourishing enterprises and individual employees.
         There are many actions that leaders can take to create, manage, and maintain a culture
         and climate of virtue. Of course, leaders who have created such an atmosphere should
         not become complacent. A virtue-based organization must continually be monitored,
         rejuvenated, and renewed.
      

      
      What Needs to Be Done

      
      I have stated that a business that increases its orientation toward virtues (particularly
         the Objectivist virtues) will improve its market performance. This declaration has
         face value, but so far no one has developed a valid measure of it or assessed its
         influence on business performance.
      

      
      To date, there has been no valid measure of Objectivist business virtues (or other
         typology of virtues) and therefore no systematic analysis of the effect of virtues
         on business performance. Managers want hard evidence, and so far there is no conclusive
         quantitative proof that virtuous behavior enhances performance.
      

      
      Existing literature has provided various lists of virtues, but the relevance of virtues
         to the real business world remains in question. There are no organizational virtue
         scales that have been empirically tested at the organizational level. Developing organizational
         virtue scales would enable assessment of the link between different typologies of
         virtues and organizational financial (and non-financial) performance.
      

      
      The absence of validated measures at the organizational level is a reason why virtue
         ethics, including Objectivist virtue ethics, has not been widely accepted as a generator
         of strategic implications for a firm. If such scales can be validated and applied,
         the practical implications would be applicable to organizational strategy and performance.
      

      
      One general scale-development approach would be to analyze the content of ethical
         values statements of corporations—such as mission statements and codes of ethics—to
         see which virtues appear there. Another way of identifying a firm’s virtues would
         involve surveys and interviews with employees, customers, suppliers, and so on. The
         appearance of these various virtues could then be correlated with measures of success
         across a number of companies.
      

      
      A second approach would be to develop validated Likert-type scales for various virtue
         typologies, including the Objectivist virtue typology. Questionnaires could be given
         to determine the extent of various typologies in a number of businesses. Once scales
         have been developed and the surveys have been administered and scored, the links between
         a firm’s scores on the respective typologies of virtues and business outcomes can
         be assessed. I expect that the findings will be that the Objectivist virtues will
         have the highest positive correlation with a firm’s valued business outcomes compared
         to the scores for other typologies.
      

      
      A similar but simpler alternative approach that I suggest would be to develop validated
         Likert-type questionnaire items to measure the extent that a company’s employees see
         their firm exhibiting each of the Objectivist virtues. Overall Objectivist virtue
         scores could then be computed for a wide variety of businesses. Regression analysis
         could then be used to determine whether or not there is a significant positive correlation
         between the Objectivist virtues and various measures of profitability.
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                  1999; Hendrickson 1992; Hicks 2009; Kline 2006; 2009; Machan 1988; 2007; McGhee 1992;
                  Marcoux 2006; 2009; and Sternberg 2000. For example, according to Sternberg (2000,
                  30), business is something specific and limited that differs from other activities
                  and associations. Not everything is business. There is a difference between business
                  and other types of human endeavors. There is a need to define business clearly and
                  strictly. “The defining purpose of business is maximizing owner value over the long
                  term by selling goods or services” (32). The purpose of business is to create wealth.
                  Sternberg explains that “owners are perfectly entitled to devote their organizations
                  to all sorts of ends. To the extent that they pursue something other than maximum
                  long-term owner value, however, they are simply not engaging in business” (45). The
                  values pursued in a business are for the sake of the owners. An organization would
                  cease to be a business if it were to lose sight of its purpose.
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            5. For a variety of perspectives on the role of virtue ethics in business, see Arjoon
                  2000; Boatright 1995; Crockett 2005; Ewin 1995; Koehn 1995; and Whetstone 2001.
               

            

         

         
            6. Readers interested in studying in more depth and detail the roles of leaders in establishing
                  a virtuous organization are encouraged to read Argandona 2008; Ciulla 1999; Locke
                  2001; Minkes et al. 1999; Neubert et al. 2009; Perles 2002; Thomas et al. 2004; and
                  Whetstone 2005.
               

            

         

         
            7. For more on organizational cultures and climates, see Kotter and Heskett 1992; Schein
                  1992; and Victor and Cullen 1988.
               

            

         

         
            8. See Blackburn and McGhee 2004 and Whetstone 2003 for detailed discussions of the importance
                  of the language of virtues.
               

            

         

         
            9. Another example of a virtue-based firm is Hutchinson Technology, a world leader in
                  the production of precision hard-drive components. In 2002, CEO Wayne Fortun instituted
                  a management training program based on Objectivist principles and virtues. The program,
                  developed in conjunction with the Ayn Rand Institute (ARI), is based on the conviction
                  that it is the culture of an organization that enables continuous improvement and
                  innovation. More specifically, the firm’s CEO explains that it is the Objectivist
                  philosophy, with its constituent virtues, that nurtures a reality-based, value-oriented
                  culture that maintains personal and corporate integrity. The Objectivist principles
                  and virtues are tied to the actions and practices of everyday operations at Hutchinson
                  Technology.
               

            

         

         
            10. To date, Allison has delivered his inspiring talk on “Principled Leadership” to more
                  than 100,000 individuals.
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      Reconciling Economics and Ethics: 
The Case of Objectivism
      

      
      The morality of business as a profession has been scrutinized in recent decades. Once
         viewed as an essential pillar of capitalism and a productive society, business activity
         is viewed by many today as a necessary evil fraught with immorality (Rose 2011).[1]   This is because the dominant perspectives on ethics (i.e. altruism, egalitarianism/deontology,
         utilitarianism, social contract, theory/distributive justice, and stakeholder theory)
         are incompatible, at least to some extent, with profit maximization. The discipline
         of business ethics has evolved to address such concerns, but it has struggled with
         competing philosophical perspectives and changes in public sentiment, such as a greater
         acceptance of the notions that corporations have a social responsibility. Although
         there is widespread agreement that business students should receive more effective
         training in ethics, what constitutes effectiveness is another issue entirely. As a
         result, many business schools have increased their emphasis on ethics, but in different
         ways.
      

      
      We believe management scholars are uniquely positioned within contemporary business
         schools to confront this challenge. The remainder of this chapter addresses this conundrum
         and provides an overview of business ethics education with special attention to the
         nexus between economics and ethics. We propose Ayn Rand’s integrative philosophy of
         Objectivism as a useful means of addressing the economics-ethics discrepancy.[2]   Discussions of the trader principle and virtue ethics round out this perspective.
      

      
      Ethics and Economics in Business Education

      
      Ethics education has received considerable attention during the past decade since
         the downfall of such notable corporations as Enron, WorldCom, and Tyco International.
         The Association to Advance Collegiate Schools of Business (AACSB) accreditation standards
         have mandated for some time an “assurance of learning” of several subjects, including
         ethics (Thompson 2004). Standard 9 of the 2013 Business Standards requires “ethical
         understanding and reasoning.” The citizenry and even faculty at business schools have
         been dismayed to learn that only thirty-one percent of business students agreed with
         the notion that business is an ethical endeavor (D’Aquila, Bean, and Procario-Foley
         2004).
      

      
      Business ethics’ development as an academic discipline can be traced to the 1970s
         and is largely attributed to ethical lapses (e.g., the death-cost calculation for
         the Ford Pinto and the decision to keep a dangerous design) in organizations during
         that decade (Arnold, Audi, and Zwolinski 2010). Following the corporate ethical crises
         of the early 2000s, Ghoshal (2005) identified a fundamental flaw in the edifice of
         ethics education. Because ethics involves human beings, the field is best served by
         theories that offer “intentional explanations” (78) that allow for the richness of
         the human experience and account for the “knowing subject” (Dent 2005). However, the
         foundation to business is economic, and the ethical theories primarily in use provide
         “causal explanations” that purport to be morally neutral and do not consider knowing
         subjects.
      

      
      The situation is compounded by agency theory’s predominance in the field of management.
         A typical small business owner lives in the community where the business is located
         and knows the employees—and many of the customers and suppliers—personally. She understands
         that it is in her personal, long-term, best interest to have a vibrant community to
         attract qualified workers and to have a strong local education system to create homegrown
         talent. She wants the local water sources to be clean and pollution to be minimal.
         She will act to support all of these concerns by donating money to the United Way,
         helping the community attract other businesses, and offering more generous terms to
         a valued supplier who is going through a difficult time. Then, as her business grows
         large enough to go public, it is assumed that she adopts an agency perspective consistent
         with the themes that were highlighted in her MBA program. Presumably, the new shareholders
         do not share her previous perspective. They are believed to be investors who seek
         financial gains without regard to how they are obtained. Agency theory has no ethical
         component to address this dynamic properly or to answer this question from the 2013
         Academy of Management Conference theme: “How does strategy differ when firms are not
         constituted as vehicles of private wealth accumulation, but are owned by communities?”
         (Capitalism in question 2013). A theory that appropriately answers this question must
         have an ethical component, not just an economic one.
      

      
      The disciplines of (business) ethics and economics are present-day staples of most
         business management education programs. Although ethics emerged more recently as a
         key topic, economics has been a cornerstone of undergraduate and graduate business
         curricula since their inception. Before degrees in business and management were available,
         it was common for business leaders to pursue training in economics. Hence, both ethics
         and economics are vital concerns today, but their disparate evolutions as fields of
         interest create curriculum challenges at their point of intersection. Key issues in
         each discipline are outlined in the following sections.
      

      
      Teaching Economics

      
      Contributors to modern economic thought—including such notables as Adam Smith, David
         Ricardo, and John Stuart Mill—did not create their work in a moral vacuum. It was
         grounded in the earlier contributions of Aristotle, Thomas Aquinas, and other philosophers.
         Moreover, Smith’s treatise on The Wealth of Nations was based on the philosophical and ethical foundation developed in his earlier work,
         The Theory of Moral Sentiments. Although many contemporary economists view their field as amoral, this perspective
         is inconsistent with the premises on which it was established and evolved in the eighteenth
         and nineteenth centuries.
      

      
      Various schools of economic thought emerged in the twentieth century, many based at
         least in part on the benefits of free markets espoused by Smith and others. John Maynard
         Keynes (1936) did not reject capitalism per se, but rather emphasized various forms
         of government intervention to palliate its purported shortcomings. Keynes’s prominent
         work, The General Theory, was penned during the Great Depression and shaped thinking about economics and capitalism
         for decades to come.
      

      
      The Keynesian School has not been without its critics, however. Milton Friedman and
         others in the Chicago or neoclassical school rejected Keynes’s contention that fiscal
         intervention was necessary to save capitalism from its inherently destructive tendencies,
         arguing instead for an emphasis on monetary policy. The Austrian School—led by Mises
         (1949), Hayek (1944), Hazlitt (1946), and others—eschewed both fiscal and monetary
         intervention, arguing instead for the supremacy of free markets, often emphasizing
         the unintended consequences and overlooked costs associated with governmental attempts
         to rectify capitalism’s purported deficiencies. Although the Austrian school is loosely
         akin to classical economics in its opposition to Keynes, the two perspectives are
         not synonymous.
      

      
      Basic economics textbooks often avoid references to the Austrian school and its most
         prominent scholars altogether, focusing instead on fiscal (i.e., Keynesian) and monetary
         (i.e., neoclassical) policy (see Kent and Hamilton 2011; Kimball 2005; Sutter 2012).
         Critiques of overzealous fiscal or monetary intervention—or even the notion of any
         intervention—receive relatively limited attention. As an example, the foundation textbook
         in economics authored by noted economist Paul Krugman and Robin Wells (2012) is replete
         with statements that reinforce a Keynesian worldview and an acceptance of that perspective
         by economists. Their acknowledgment of an opposing view fails to take seriously the
         Austrian position. In assessing the “five key questions about macroeconomic policy”
         (544), Krugman and Wells pit Keynesian macroeconomics against monetarism and classical
         macroeconomics, completely ignoring the Austrian perspective.
      

      
      Their acknowledgment of select minority views notwithstanding, Krugman and Wells—like
         authors of other widely used economics textbooks—offer a strong interventionist perspective.
         Government and quasi-government entities are seen as solutions to economic problems,
         not contributors to them. Moreover, many orthodox economists view their discipline
         as detached from ethics. They contend that the field of economics is about maximizing
         general prosperity and does not purport to make ethical judgments. A growing number
         of economists are rejecting this perspective, however (Aldred 2009; Heyne 2008; Rose
         2011). Many note that the notion of general prosperity maximization derives from utilitarianism,
         establishing an unavoidable link between the two fields (Van Staveren 2007). Utilitarianism
         will be addressed in greater detail in the next section.
      

      
      Teaching Business Ethics

      
      The discipline of ethics—particularly with regard to management decision making—has
         gained increased prominence in business management education curricula over the past
         three decades (Jamnik 2012). Accrediting bodies such as the AACSB require that ethics
         be addressed in undergraduate and graduate business programs. About one in four AACSB-accredited
         programs require a stand-alone course in business ethics, whereas other programs integrate
         ethical considerations into traditional functional courses (Rutherford et al. 2012).
         A standard template for teaching business ethics has been elusive for a number of
         reasons, not least because professors, students, and institutions in different nations
         and cultures view ethics differently (Bageac, Furrer, and Reynaud 2011). A key challenge
         in teaching business ethics is the myriad of philosophical bases for making decisions—among
         these are utilitarianism, Objectivism, Kant’s deontological ethics (Bowie 1999; Ellington
         1983), rights, Rawls’s justice ethics (Rawls 1971, 2001), virtue ethics, the ethics
         of care (Engster 2007; Held 2006), social intuitionism (Haidt 2001), religion, and
         integrated social contracts theory (Donaldson and Dunfee 1994).
      

      
      For example, utilitarianism emphasizes making decisions that generate the greatest
         good (i.e., maximize utility) for the greatest number of people. Utilitarianism is
         the dominant ethical influence in the West (Pearsall and Ellis 2011; Reynolds, Leavitt,
         and DeCelles 2010) and has been touted as “tailor-made” for a free market economy
         (Gentile 2010, x). Utilitarian theory implies pragmatism (doing whatever is expedient)
         along with the idea that any principles on which decisions should be based are negotiable.
         Even mainstream values like honesty and respect for the property of others can be
         compromised if the projected outcome is deemed to be in the best interest of the majority.
         Utilitarianism underpins efforts by municipalities to seize (i.e., purchase without
         a refusal option) private land for the development of public entities such as hospitals
         and roads. Some even advocate the forced acquisition of private land for the express
         purpose of selling it to others committed to developing it in a way that increases
         tax revenues.[3]  
      

      
      Ethics educators also face a challenge from relativism, the idea that there are multiple
         acceptable if not correct responses to an ethical dilemma. If one acknowledges the
         influence of culture on ethics, what is right and wrong becomes—at least to some degree—relative.
         At a minimum, what is ethical instrumentally, technically, and morally can be different
         (Beisbart 2012). Utilitarianism’s emphasis on outcomes over principles and process
         also engenders a sense of relativism. Hence, couched in a world dominated by utilitarianism
         and relativism, ethics education can easily be reduced to a discussion of process
         without a clear moral compass (Kent and Hamilton 2011; Parnell and Dent 2009).
      

      
       Courses on management ethics also tend to be taught from a negative, punitive perspective.
         Students are typically told what not to do, how to avoid ethical conundrums, and the
         like. Agency theory, purporting to be scientific and morally neutral, in fact is a
         “negative” theory that assumes that “managers cannot be trusted to do their jobs”
         (Ghoshal 2005, 75). As such, opportunistic behavior on the part of employees must
         be controlled or prevented, and “companies must compete not only with their competitors
         but also with their suppliers, customers, employees, and regulators” (75). Ghoshal
         also noted that theories of management—as well as those in economics, psychology,
         sociology, and other fields—take a “pessimistic view of human nature, on the role
         of companies in society, and of the processes of corporate adaptation and change”
         (82). He applauded the development of positive psychology and positive organizational
         behavior, which do not focus exclusively on the performance gaps in people and entities,
         but provide as much attention to the strengths as the weaknesses.
      

      
      Differentiating Ethics and 
Corporate Social Responsibility
      

      
      Corporate social responsibility (CSR) has amassed substantial interest among scholars
         and academics over the past two decades. In some respects, CSR represents a key philosophical
         intersection between business and society. Consumers, politicians, and members of
         the media frequently demand that firms become more socially responsible, and business
         leaders and company websites defend their CSR credentials.
      

      
      Theories concerning CSR have been mapped into four categories (Garriga and Melé 2004):
         (1) Instrumental theories view the firm as an instrument of wealth creation; (2) political
         theories consider the responsible use of power wielded by firms in society; (3) integrative
         theories emphasize responsibility emanating from the interdependence between firms
         and society; and (4) ethical theories view CSR as an ethical imperative. Many consumers
         reject the first category, accepting the broad notion that firms have some type of
         responsibility to society beyond profit maximization. Such views tend to be largely
         consistent with integrative theories of CSR.
      

      
      In his speeches and writings, John Mackey (2011; Mackey and Sisodia 2013), the CEO
         of Whole Foods, rejects the concept of CSR as commonly understood. He notes the prevailing
         sentiment that businesses need to participate in CSR to atone for the sin of being
         successful in the marketplace. He does not support attempts by corporations and stakeholders
         to blend notions of social and environmental responsibility with the traditional business
         model. Mackey and other trustees have formed Conscious Capitalism, Inc., an organization
         whose name suggests that there is a long-term interdependence among employees, customers,
         suppliers, funders, supportive communities, and a life-sustaining ecosystem. They
         reject the notion that business decisions comprise trade-offs between these stakeholders
         and suggest that win-win-win decisions are typically possible.
      

      
      The most common justification for CSR argues that firms—particularly large ones—are
         indebted to consumers and communities for their financial success and therefore should
         “give back” in the interest of equity and good will (Dierksmeier 2011). Moreover,
         social progress can be advanced by business organizations because large firms have
         both the influence and resources necessary to develop appropriate advertising, product
         development, and community involvement. The concept of the Triple Bottom Line supports
         this contention by reinforcing the idea that firms must maintain and improve social
         and ecological performance as well as economic performance. The heightened emphasis
         on environmentalism and “green” initiatives among consumers—most notably in the United
         States and other developed nations—is an outgrowth of this perspective. Accordingly,
         responsible firms should not only reduce negative externalities like pollution but
         also take positive steps to preserve environmental resources.
      

      
      Although CSR is popular with many consumers, a number of economists, including such
         notables as Adam Smith, Austrians Ludwig von Mises and Friedrich Hayek, and the Chicago
         School’s Milton Friedman, have argued that firms do not have a social responsibility
         beyond profit maximization and that accepting such an obligation is not in society’s
         long-term best interest anyway. Instead, executives and managers at all levels should
         behave ethically and focus on their fiduciary obligation to shareholders, considering
         the needs of other stakeholders only to the extent that they support those of the
         owners. Friedman (1970) is perhaps best known for articulating the argument against
         social responsibility, noting that managers have a moral responsibility to pursue
         the interests of the owners of their firms. If each manager operates in such a manner,
         a side effect is that society as a whole benefits. Likewise, Rand (1966) argued for
         a strong and clear sense of ethics, but rejected the notion of CSR. Such perspectives
         would be classified as instrumental theories of CSR because they recognize only the
         ability of firms to generate wealth (Garriga and Melé 2004).
      

      
      Proponents of this perspective argue that firms function best when managers concentrate
         on maximizing returns through the legal and ethical production of goods and services.
         When executives commit resources to CSR objectives, they become the arbiters of what
         benefits society and contributes to the common good. If excess resources are returned
         to the owners instead of being allocated toward CSR objectives, then shareholders
         will be able to identify and pursue their own goals designed to advance society. Moreover,
         the firm becomes less competitive when resources are allocated to CSR objectives that
         are not directly related to financial performance, which ultimately raises prices,
         reduces tax revenues, and creates fewer jobs.
      

      
      This critique of social responsibility notwithstanding, members of society generally
         view CSR from a broad perspective and associate it with such virtues as honesty, integrity,
         and charity. When evaluated critically, however, the notion of CSR raises a number
         of key questions from organizational, economic, and social perspectives. Perhaps the
         most salient of these concerns is the juxtaposition of CSR and business ethics. The
         two concepts are readily conflated in ethical theories of CSR (Garriga and Melé 2004),
         yet the distinction is critical. Business ethics concerns individual decisions that
         affect an organization. In contrast, social responsibility refers to an expectation
         and obligation that a firm should serve both society and the financial interests of
         its owners (i.e., shareholders) (Parnell 2013). Even if differences between the two
         concepts are acknowledged, frequent references to both in the same sentence can obfuscate
         this key distinction.
      

      
      Giacalone and Thompson (2006), for example, seek to help “students become more socially
         responsible and ethically sensitive” (266). They also note that “the inoculations
         of immoral behavior that we provide students, often through the direction of philosophical
         strategies and notions of social responsibility, are inadequate . . . teaching ethics
         and social responsibility might mitigate the problem” (266). Giacalone and Thompson
         imply that one’s acceptance of social responsibility is ethical, and hence rejecting
         one’s social responsibility is unethical. Within the literature there is a lack of
         agreement as to whether CSR is a subset of business ethics, business ethics is a subset
         of CSR, or the two are separate fields (Enderle 2010). This divergence of themes in
         the literature, coupled with the ongoing effort to address ethics and CSR more extensively,
         has created confusion with regard to how these challenges can be met most effectively.
         One conceptual solution, Objectivism, is outlined in the following section.
      

      
      Randian Objectivism

      
      The early years of business ethics taught intentional explanations, a normative approach
         that has transitioned to a descriptive approach during the past thirty years (Epstein
         2010; Jones 1995). Quite simply, we used to teach “right from wrong.” Whereas the
         dominant framework in business schools has evolved in a way that intentional explanations
         have been overtaken by causal explanations, conceptual frameworks that offer coherent,
         intentional explanations remain. Rand’s work offers an intentional explanation integrated
         with a descriptive, causal model suggesting one possible means of reconciling economics
         and ethics in response to the concerns of Ghoshal (2005). Rand’s (1957) ideas have
         attracted persistent interest since the publication of her most famous novel, Atlas Shrugged, over a half century ago. Many see parallels between events in her novel and the
         policies and practices of the U.S. government today.
      

      
      Rand’s Objectivism purports to offer a reality-based, integrated worldview for achieving
         success and happiness (Smith 2006) and is popular with many businesspeople (Miesing
         and Preble 1985). Organizations such as BB&T, the twelfth-largest bank in the United
         States, encourage their leaders and managers to incorporate Objectivist principles
         as a means of improving organizational performance (Parnell and Dent 2009; Woiceshyn
         2011). Scholars have both touted (e.g., Barry and Stephens 1998; Becker 1998; Locke
         2006; Locke and Becker 1998) and critiqued (e.g., Audi 2009, 2012; Jacobs 2009) Objectivism
         as a basis for understanding ethics in organizations.
      

      
      Her philosophy addresses both economics and ethics, as capitalism and morality are
         seamlessly entwined within Randian Objectivism. Objectivism offers a link between
         economics and ethics. To demonstrate this link we focus on what Rand calls the trader
         principle, the idea that individuals and societies prosper through mutually beneficial
         voluntary exchange (Simpson 2009).
      

      
      Objectivism is not merely an approach to business; it is an integrated philosophy
         to guide one’s life. According to Rand, for it to be effective, it should be accepted
         as an integrated view of metaphysics, epistemology, ethics, and politics—the main
         branches of philosophy. In an oft-repeated story, Rand was asked to present her philosophy
         while standing on one foot. Her succinct responses, addressing each branch of philosophy,
         were objective reality, reason, self-interest, and capitalism, respectively (Rand
         1962). The following sections briefly elaborate on Rand’s answers, showing how her
         views of metaphysics, epistemology, ethics/morality, and politics are integrated,
         offering a basis for reconciling economics and ethics. We then address the trader
         principle in more detail.
      

      
      Metaphysics

      
      Metaphysics is the branch of philosophy that considers foundational beliefs about
         reality and the nature of things. Metaphysical positions must be staked out as axioms
         because they cannot be derived from a particular philosophical system (Dent 2011).
         According to Objectivism, metaphysics “tells men what kind of world they live in,
         and whether there is a supernatural dimension beyond it. It tells men whether they
         live in a world of solid entities, natural laws, and absolute facts, or in a world
         of illusory fragments, unpredictable miracles, and ceaseless flux. It tells men whether
         the things they perceive by their senses and mind form a comprehensible reality, with
         which they can deal, or some kind of unreal appearance, which leaves them staring
         and helpless” (Peikoff 1982, 23). Also implicit within this statement are the metaphysical
         rivals to Objectivism. The reference to a “supernatural dimension” refers to philosophies
         that uphold the notion of a power beyond that of man and nature. Ironically, Rand’s
         favorite philosopher, Aristotle (2004), developed one of the first metaphysical arguments
         for the existence of a supernatural power. Later philosophers such as Anselm and Aquinas
         also proposed metaphysical arguments for the God of the Christian Bible. The reference
         to an “unreal appearance, which leaves them staring and helpless,” is a statement
         in direct opposition to postmodernism, which holds that because reality is not mirrored
         in human understanding, there is no independent, objective existence that can be experienced
         in the same way by all human beings. Philosophers generally recognize three broad
         common metaphysical perspectives: a theistic position with a transcendental entity
         or existence, a postmodern position with an individually constructed reality, and
         a modernist position with an objective reality. Objectivism is consistent with the
         last.
      

      
      Epistemology

      
      If “What do I know?” is the metaphysical question, the epistemological question is,
         “How do I know it?” Rand’s one-word response was “reason.” Moreover, “man has to acquire
         knowledge by his own effort, which he may exercise or not, and by a process of reason,
         which he may apply correctly or not. . . . He needs a method of cognition, which he
         himself has to discover: he must discover how to use his rational faculty, how to
         validate his conclusions, how to distinguish truth from falsehood, how to set the
         criteria of what he may accept as knowledge. . . . In the history of philosophy—with
         some very rare exceptions—epistemological theories have consisted of attempts to escape
         one or the other of the two fundamental questions that cannot be escaped. Men have
         been taught either that knowledge is impossible (skepticism) or that it is available
         without effort (mysticism)” (Rand [1966–67] 1990, 79).
      

      
      Rand identified two primary alternatives to her view: skepticism and mysticism. Skeptics
         claim that nothing is knowable. Postmodernists might not be as extreme as skeptics
         in this regard; they might be relativists who hold that truth is not fully unknowable
         but is subjectively or situationally determined. Rand used the term “mysticism” as
         a label for any religious belief. Most religions hold that truth is absolute and objective—a
         tenet consistent with Objectivism—but also that truth has been revealed in some form
         of sacred text, which is inconsistent with Objectivism.
      

      
      Morality/Ethics

      
      Morality and ethics are differentiated in a variety of ways. For Rand (1964), morality
         is the set of values that one can use for decision making and action. These decisions
         and actions, then, will determine whether one achieves happiness. Ethics is the science
         that helps individuals identify and surface the appropriate set of values. Her one-word
         explanation of her view of morality was “self-interest.” This subject, perhaps, has
         provoked more criticism of her philosophy than any other because she contrasted self-interest
         with its supposed opposite, altruism. She went so far as to title one of her books
         The Virtue of Selfishness. Many have noted that her definition of altruism differs from a typical dictionary
         definition of a common understanding of the term (Dent 2011), although her definition
         is consistent with that of Auguste Comte, who coined the term (Blum 1992; Campbell
         2006). For Rand, altruism means putting the needs of others ahead of your own, and
         self-interest, of course, is the opposite. Rand’s conceptual debt to Aristotle (1962)
         is clear in this regard because his ethical system, in today’s language, is about
         self-actualization or self-realization. A primary distinction in ethics is between
         systems that are consequential and deontological. Rand’s perspective, like Aristotle’s,
         in this regard, is neither consequentialist nor strictly deontological; for her, the
         actor’s intent is of great importance.
      

      
      Rand’s (1964) perspective is perhaps best expressed in her own words. “The standard
         by which one judges what is good or evil—is man’s life, or: that which is required
         for man’s survival qua man. Since reason is man’s basic means of survival, that which is proper to the life
         of a rational being is the good; that which negates, opposes or destroys it is the
         evil” (23). She was often asked whether selfishness meant that a person could do whatever
         he or she wanted to, but her notion of selfishness was very much constrained by rationality,
         respect for individual rights, and the long-term impact of the act. Naturalism in
         ethics, which is essentially the same as Rand’s view of the standard of value, recently
         regained currency among ethicists (Foot 2001). Both of these expressions of a standard
         of value inherently link ethics and economic action.
      

      
      Politics

      
      Politics is the broadest of the four elements of Objectivism because it branches out
         into a seemingly unlimited number of political perspectives. Rand’s one-word description,
         “capitalism,” may not completely reflect her vision of the political realm because
         it is a term primarily limited to economics, even though she intended it to mean a
         social system, not just an economic system. Beyond capitalism, however, her view of
         government is that it should exist “to protect man’s rights, which means: to protect
         him from physical violence. A proper government is only a policeman, acting as an
         agent of man’s self-defense, and, as such, may resort to force only against those
         who start the use of force. The only proper functions of a government are: the police,
         to protect you from criminals; the army, to protect you from foreign invaders; and
         the courts, to protect your property and contracts from breach or fraud by others,
         to settle disputes by rational rules, according to objective law” (Rand 1961, 183).
      

      
      Clearly, this view of government is quite different from those operating in the world
         today, particularly in developed nations. An ongoing debate in much of the world pertains
         to the appropriate size and role of government in education, health care, protection
         of the environment, and social services, none of which is included in Rand’s definition.
         Common perspectives that differ from Rand in the political realm include the isms
         of socialism, monarchism, feminism, communism, environmentalism, and even conservatism.
         In today’s terms, Rand’s politics are seen as primarily libertarian, although some
         have contended that these two worldviews are fundamentally distinct (Locke 2006, 325).
         Rand made a number of strong statements in opposition to both conservatism and liberalism
         in the United States during her lifetime.
      

      
      Her one-word explanation of politics—capitalism—suggests that it was the centerpiece
         of her thinking about politics. For Rand (1966), capitalism is a social system that
         makes human survival and flourishing possible by protecting freedom. That is its moral
         justification. It is an economic system that embodies justice and best constrains
         unethical human behavior because money can only be made by satisfying the needs of
         others who are willing to pay for the value provided. Although capitalism has been
         shown to result in a higher average standard of living than any other economic system,
         Rand found this to be an interesting secondary consequence, not a moral justification
         for capitalism.
      

      
      Trader Principle

      
      Rand’s economic system is based on the notion of two (or more) parties voluntarily,
         by their own independent judgment, entering into exchanges in which value is traded
         for value. Rand’s (1964) own words illustrate the linkage of economics and ethics:
      

      
      
         The principle of trade is the only rational ethical principle for all human relationships,
            personal and social, private and public, spiritual and material. It is the principle
            of justice. A trader is a man who earns what he gets and does not give or take the
            undeserved. He does not treat men as masters or slaves, but as independent equals.
            He deals with men by means of a free, voluntary, unforced, uncoerced exchange—an exchange
            which benefits both parties by their own independent judgment. A trader does not expect
            to be paid for his defaults, only for his achievements. He does not switch to others
            the burden of his failures, and he does not mortgage his life into bondage to the
            failures of others. (31)
         

         
      

      Interestingly, a university “onesearch” covering ABI/INFORM Complete, Academic Search
         Complete, Business Source Complete, Emerald Fulltext and Management Reviews, ScienceDirect,
         and several other relevant databases did not produce a single article on the “trader
         principle.” A search of the issues of The Journal of Ayn Rand Studies produced only two articles, and one of them was a book review. Hence, it appears
         that this concept has not been adequately scrutinized in mainstream academic journals.
         The lone article we found makes a clear distinction between Rand’s trader principle
         and Adam Smith’s invisible hand, to which it is often compared. Smith makes a distinction
         between benevolence and self-interest and contends that trade is justified by the
         latter (White 2005). As aforementioned, Rand argues that benevolence is a result of
         self-interested trade. Smith also offers the promotion of the wealth of nations as
         a moral justification for the invisible hand. Rand counters that the overall service
         or benefit to others is a secondary consequence, not a moral justification for the
         trader principle. This is also in opposition to what is presented in traditional business
         classes. Students are typically taught “iron laws of structural necessity” as distinct
         from ethics, resulting in a “‘dog-eat-dog’ reality of business” (Dierksmeier 2011,
         263).
      

      
      Although the term “trader principle” is not used, it is implicit within the creed
         of Conscious Capitalism:
      

      
      
         We believe that business is good because it creates value, it is ethical because it
            is based on voluntary exchange, it is noble because it can elevate our existence and
            it is heroic because it lifts people out of poverty and creates prosperity. Free enterprise
            capitalism is the most powerful system for social cooperation and human progress ever
            conceived. It is one of the most compelling ideas we humans have ever had. But we
            can aspire to even more. (Conscious Capitalist Credo n.d.)
         

         
      

      “Capitalism in Question”

      
      To further explain and clarify Rand’s Objectivism, this section will provide Objectivism’s
         answers to several of the questions posed in the Academy of Management’s 2013 conference
         theme, “Capitalism in Question.” So far, no theory or philosophy has been able to
         meet some of the challenges. For example, every economic philosophy ever employed
         has resulted in booms and busts. Some outcomes are more a function of human nature
         or systems generally. Moreover, there appears to be a trade-off between the average
         level of wealth in a nation and the wealth differential. Hence, every developed country
         that has achieved a high level of average wealth has also increased its income inequality
         in the process, whether that economy was the United States, Brazil, France, or China
         (Knight 2008).
      

      
      Objectivist answers flow naturally from Rand’s philosophy of reason, self-interest,
         capitalism, and the trader principle. Does integrating a social dimension into corporate
         activity add to profit or subtract from it? Her response would be that value is traded
         for value. So, for example, if tuna are caught in a manner that spares dolphins, and
         if consumers are willing to pay for the value of sparing dolphins, each entity in
         the tuna-to-market supply chain will act accordingly.
      

      
      With regard to the idea of competition often leading to concentration as large firms
         achieve economies of scale, Rand’s response would be consistent with the concept of
         creative destruction espoused by Schumpeter (1942), Hayek (1944), and others, noting
         that no private monolithic organization has sustained itself over the long term because
         of the challenges posed by other organizations better meeting customer’s needs.
      

      
      Rand would take issue with the recent charge that “modern industry’s dependence on
         expensive equipment and larger firms’ relative efficiency and market power” has resulted
         in a high percentage of wage laborers “accepting the authority of the employer” (Capitalism
         in question 2013). Rand heralds a heroic person, determining his or her own identity
         through self-interested action. It requires, perhaps, less capital to start a business
         today than at any other time in history. For example, Kiva is a nonprofit organization
         operating on five continents that makes a micro loan every thirteen seconds.[4]   The week of this writing, 18,436 lenders made a loan, fully funding 3,735 borrowers.
         A typical loan recipient is Watta, who borrowed $350 to purchase more rice, palm oil,
         pepper, and other items for her business. Since its inception in 2005, Kiva’s loan
         repayment rate has been 98.99 percent.
      

      
      Starting a business in the developed world has never been less costly either. Most
         new businesses are Internet-based, and most of them require little to no startup capital.
         Facebook was essentially “funded” by the contributed time of Mark Zuckerberg and the
         early founders, until its first investment of $500,000—at which point the company
         was already valued at over $5 million (Caulfield and Perlroth 2011). Hence, Rand would
         point to the options available to anyone who chafes under the authority of an employer.
      

      
      Virtue Ethics

      
      Although Rand seldom cited the work of others and developed her philosophy as if it
         were a self-contained, independent system, it is consistent with and overlaps several
         other streams of thought, as we have seen with conscious capitalism (Mackey and Sisodia
         2013). Virtue ethics is largely consistent with Rand’s philosophy and differs from
         the deontological or consequential approaches to ethics that focus on duty or outcome
         rather than on character. One value of virtue ethics is that the deontological or
         consequential approaches have failed at deriving algorithms that work perfectly as
         guides for action (Hartman 2008). It is fairly easy to translate many character virtues
         into actions, so it is not as though principles are ignored by virtue ethics. Virtue
         ethicists contend “that an action is right if it is what a virtuous person would do”
         (Younkins 2011, 239). Virtue ethics holds out the prospect of having appropriate content
         in a business ethics course because it does focus on content. Utilitarianism, as mentioned
         above, does not provide a standard or guideline in practice—resulting in subjective
         determinations, by an individual or group, about whose utility is maximized.
      

      
      The notion of virtue as an ethical position is historically associated with Aristotle.
         It fell out of vogue for centuries but returned as a relevant topic in philosophy
         in the late 1950s (Petit and Bollaert 2012) and in business ethics in 1992 with the
         publication of Solomon’s Ethics and Excellence: Cooperation and Integrity in Business. A search of the Social Sciences Citation Index returned a total of two publications
         on virtue ethics in 1993 and eighty in 2010. A large part of this interest has been
         driven by Catholic-affiliated universities, which tend to require more ethical content
         in their MBA programs and whose faculty have been publishing about virtue ethics (Evans,
         Treviño, and Weaver 2006). Those who are using Aristotle’s work as a basis for business
         ethics note that it is simply an extension of the connection Aristotle saw between
         politics and ethics (Hartman 2008). Aristotle believed that character developed in
         a community, and that an individual brought up within a virtuous community who put
         these virtues into practice would act ethically (Hartman 2006). He acknowledged that
         individuals would act self-interestedly, so for Aristotle, the appropriate question
         was “What do you want your interests to be?” (71).
      

      
      What virtues should an individual cultivate to develop character and ethical action?
         The ancient Greeks offered character traits such as courage, justice, and prudence.
         These have been specified within a business context and expanded by BB&T Corporation
         as reality (fact-based), reason (objectivity), independent thinking, productivity,
         honesty, integrity, justice (fairness), pride, self-esteem (self-motivation), and
         teamwork (mutual supportiveness) (Parnell and Dent 2009). The principles adopted by
         BB&T have been derived from Objectivist virtues (Woiceshyn 2012). Case studies represent
         one method for developing character, but simply discussing cases without making value
         judgments might have little benefit (Woiceshyn 1992). Hartman (2006) noted that “recent
         research” (68) has found benefit in developing character through case instruction.
         He further asserted that students who are taught about previous experiences, such
         as the Milgram experiment (Milgram 1969), are far less likely to be mindlessly obedient
         to unethical instructions. Moreover, one of the greatest benefits of teaching ethics
         using cases is to demonstrate to students how to create organizations that do things
         the right way, thereby reinforcing Aristotle’s point about being in an appropriate
         community.
      

      
      Objectivism’s Implications for Bridging Economics and Ethics: A Managerial Perspective

      
      Management is the field where the conflict between economics and ethics really comes
         to a point. Managers and other business decision makers are confronted with the conflict—maximizing
         profits and acting ethically in their daily endeavors. The prevailing views in economics
         and ethics do not offer them tools to solve this conflict. Economists tend to consider
         their field amoral, yet silently accept utilitarianism as its moral foundation. Ethicists
         almost unanimously consider self-interest and profit-making evil (Korsgaard 1996).
         As an integrated philosophy, Objectivism applied to business context offers them a
         means of reconciling the seemingly conflicting requirements (Locke 2006; Woiceshyn
         2012).
      

      
      The discipline of management is inherently built around the art and science of decision
         making in organizations. Managers are trained to consider a variety of influences
         when making decisions, including economic considerations and ethical ramifications
         (Arnold, Audi, and Zwolinski 2010). As such, the discipline of management, properly
         understood, applies core concepts from both disciplines. This is not to suggest that
         management scholars are as well trained as either economists or philosophers in their
         respective fields. On the contrary, management can profit from the specialized application
         of these disciplines, and many management scholars could benefit from additional training
         in these areas, a challenge addressed in a subsequent section of this chapter. Nonetheless,
         the field of management includes both economics and ethics within the broader context
         of organizational decision making (Jamnik 2012), as both are needed to fulfill the
         purpose of the firm: long-term value creation.
      

      
      Teaching Objectivism in Business Schools

      
      Ayn Rand’s Atlas Shrugged (1957) has been listed as the second most influential book for American readers after
         the Bible (McGrath 2007). It is perhaps surprising that universities do not teach
         about this body of work, if only to counter this pervasive influence. Even the Ayn
         Rand Institute (ARI) concedes that her “ideas are typically not taught in the classroom
         despite their enduring appeal” (Campus Clubs n.d.), and recommends that students join
         or initiate Objectivist Campus Clubs. The ARI website lists more than fifty active
         clubs in the United States today and several more in other countries (Find Nearby
         Clubs n.d.). It is possible that there are more university clubs devoted to Rand’s
         work than to any other nonreligious scholar or figure.
      

      
      There has also been a recent resurgence of course offerings highlighting Objectivism
         on university campuses. The BB&T Corporation has contributed funds to allow for such
         teaching in over sixty programs at colleges and universities across the United States
         to study the moral foundations of capitalism (BB&T Academic Programs,n.d.). Courses
         have been developed in programs of philosophy, economics, American studies, political
         science, entrepreneurship, management, and leadership.[5]   The Clemson Institute for the Study of Capitalism hosts an annual meeting of faculty
         members teaching these courses to share lessons learned and best practices. This cross-disciplinary
         group has been helpful to its participants because there are substantial challenges
         in presenting and critiquing facets of Objectivism and Atlas Shrugged in the classroom.
      

      
      Challenges in Teaching Objectivism and Atlas Shrugged in Business Schools
      

      
      Cross-Disciplinary Nature

      
      Students conversant in philosophy, economics, and management are much better equipped
         to understand and critically assess the application of Objectivism. In a similar vein,
         the philosophy of Objectivism is presented most effectively by professors who also
         possess a multidisciplinary background. Many management scholars are not familiar
         with select issues in economics and philosophy (e.g., the Austrian-Keynesian debate,
         market externalities, metaphysics, and postmodernism) required to evaluate Objectivism
         from all sides.
      

      
      The notion of a free market does not fit easily into an academic silo. Classically,
         it is considered a topic for economics, but it also includes major elements of philosophy,
         sociology, political science, entrepreneurship, management, international trade, and
         history. Because many faculty members may be challenged on the topic from a variety
         of academic perspectives, a broad academic background is necessary.
      

      
      Morality vs. Efficiency

      
      There is a key problem associated with the use of Atlas Shrugged in economics courses. In the book, Rand defends capitalism on the grounds of morality
         rather than efficiency, while most economists prefer to view economic systems as amoral
         and utilitarian. Interestingly, her defense of capitalism differs markedly from that
         of its champion Adam Smith, who also promoted it primarily on the basis of efficiency
         (Kent and Hamilton 2011; White 2005).
      

      
      This is more than an academic distinction. If one accepts capitalism on a moral basis,
         then its societal outcomes—while positive—need not be justified. From this perspective,
         capitalism should be pursued because it is just. It protects property rights by allowing
         individuals and their corporate entities to determine their own courses of action,
         regardless of its purported outcomes. If capitalism is promoted on a utilitarian basis,
         then one is free to amend it whenever its outcomes are deemed by the majority to be
         unfair. From this perspective, capitalism is about outcomes, not ethics.
      

      
      Teaching with a Novel

      
      Based on the BB&T professorship experience, using Atlas Shrugged has proven to be an effective means of presenting principles of Objectivism to business
         students. However, novels are not commonly utilized in business courses, and relatively
         few professors are equipped to help students glean the major points from a long book
         rich in context and replete with characters. Some students become dismayed when they
         flip to the end to count the pages. The novel is daunting, with John Galt’s speech
         alone requiring three hours to read aloud and various subplots that stray from themes
         associated with economics or ethics. While obviously a work of fiction, the book also
         expresses Rand’s view of love, romance, and sexual relationships (Kent and Hamilton
         2011). The novel has now been made into three major motion pictures, creating an additional
         venue for accessing Atlas Shrugged.
      

      
      Atlas Shrugged and CSR
      

      
      Rand’s elaboration of Objectivism in Atlas Shrugged rejects the notion of CSR. Rand emphasizes the property rights of firms and rejects
         any claims on them by individuals who have not obtained them through voluntary exchange.
         CSR confers partial claims to a firm’s property—including facilities, products, and
         profits—to society as a whole, beyond those negotiated with individuals and other
         businesses through the normal course of trade. As such, Rand views the notion of CSR
         as inherently immoral. From an economic perspective, Objectivism is largely consistent
         with the Austrian school, thereby running counter to conventional wisdom on economic
         thought. Courses emphasizing the work of Mises, Hayek, and others inevitably conflict
         with the perspectives taught in typical foundation courses in economics. For example,
         Austrian economist Murray Rothbard (1994) has argued against the U.S. Federal Reserve,
         whose existence is the foundation for monetary policy, a prominent topic in courses
         in macroeconomics. Such views are considered outside of the mainstream by most economists.
         Procuring alternate or supplemental material can be time-consuming and difficult.
         Seeking institutional approval for a course specifically devoted to free market principles
         also can be complicated. Here, the first two challenges reenter the picture as departmental
         colleagues can easily attempt to argue the course into another department (where it
         has no champion[s]).
      

      
      Atlas Shrugged and Limited Government
      

      
      The limited government message central to Atlas Shrugged also threatens the progressive-liberal ethos of most Western universities. The dominant
         ethic on most college campuses is that the market must be tamed, and government is
         the tamer. This ethic is present among university administrators, department chairs,
         faculty senates, and professors as well. Interestingly, several characters featured
         in the novel are current or former academics. Their philosophies are mixed, but Rand
         clearly presents mainstream academe as far left of both Objectivism and the citizenry
         as a whole. In today’s highly charged environment, professors teaching free market
         principles may have to invoke internal censors because of the fear of recrimination.
         One offhand remark can be used to label a professor, or one comment taken out of context
         can be used to twist a professor’s words and put him or her in an unwarranted position.
      

      
      Current American Culture

      
      Rand’s philosophical perspective also runs counter to mainstream politics and popular
         culture. The Objectivist morality is not relative. It identifies universally incorrect
         choices, such as religion, altruism, socialism, and initiation of wars. The media
         have framed various issues in such a way that it is difficult for students to conceive
         of the United States without institutions like the Federal Reserve Bank, agencies
         like OSHA, or programs like Social Security. Images of truly free markets (i.e., unencumbered
         by government control) as being harsh and predatory are deeply ingrained within many
         students. Political correctness, of course, constantly rears its ugly head. Consider
         that in the November 2010 elections, Rand Paul was excoriated when he mentioned that
         the market, rather than legal mandate, can address issues associated with undesirable
         discrimination. Although our own approach is to be as apolitical as possible in the
         classroom, it has become exceedingly difficult to avoid political overtones that permeate
         discussions of free market principles. In the United States, positions have hardened,
         particularly around the person of President Barack Obama, so that any classroom conversation
         is likely to easily dissolve into one where personalities that favor or do not favor
         the president’s position sway the discourse, to the point where the concepts themselves
         do not get a true hearing. Although Rand might have found Mitt Romney’s view of capitalism
         preferable to that of Barack Obama, she would have likely criticized both 2012 presidential
         candidates.
      

      
      Political Undercurrent

      
      The political undercurrent associated with Objectivism and Atlas Shrugged is unavoidable (Weiss 1998). While both academics and journalists tend to lean to
         the political left (see Hayek 1960; Mises 1972; Nozick 1998; Sutter 2012), Rand’s
         perspective is largely associated with the political right, although she personally
         rejected any association with the Republican Party and mainstream conservatism after
         midlife (Rand in Berliner 1995, 666). Although the predominant perspective in business
         schools seeks a blend of capitalism, government, social responsibility, and utilitarianism,
         Rand emphasizes only the first.
      

      
      Interestingly, not all detractors of Rand and her novel reside on the political left.
         Because her atheistic overtones are pervasive—particularly throughout Atlas Shrugged—a number of conservatives representing Christianity and other faiths critique (Dent
         2011) and hesitate to embrace her work (Kent and Hamilton 2011). Belief in a higher
         being is deemed irrational. Her renowned essay collection, The Virtue of Selfishness, is a reasoned defense of informed, rational self-interest, but some on the political
         right are uncomfortable with her complete rejection of altruism (see Rand 1964). It
         is not uncommon for many on the right to agree with much, but not all, of her philosophy
         (Kent and Hamilton 2011).
      

      
      Objectivism’s Implications for 
Economic and Business Activity
      

      
      Objectivism invokes a dispositional perspective insomuch that one’s approach to decision
         making is expected to be relatively stable. It eschews a situational or adaptive perspective
         because Objectivism rejects the notion of multiple valid interpretations of reality.
         Nonetheless, some individuals—perhaps a significant percentage—may lack a clear philosophical
         view. These individuals might relate to some dimensions of Objectivism but not others.
         In their early work, Miesing and Preble (1985) found support for a type of neo-Objectivism.
         Their respondents endorsed parts of five distinct and sometimes opposing philosophical
         systems, including Machiavellianism, universalism, Darwinism, Objectivism, and relativism.
      

      
      While Rand would have rejected an interactionist perspective, one could propose a
         flexible notion of Objectivism that accepts the possibility of multiple realities.
         In a similar vein, one could accept the key tenets of Objectivism but adopt a metacognitive
         approach to decision making that accentuates introspection, personal awareness, and
         adaptability to one’s environment.
      

      
      Conclusion

      
      The business press is replete with stories about ethical problems in organizations,
         and the economic system of capitalism is under constant challenge as well. Business
         schools tend to address these issues separately, however, leaving the nexus between
         economics and ethics largely untapped. With its emphasis on organizational decision
         making, the field of management is uniquely qualified to fill this void. The philosophy
         of Objectivism and virtue ethics provide an excellent springboard for diving into
         issues such as the morality of various economic systems and the application of ethical
         principles within organizations. The fortifications required for the field of management
         to meet this challenge in the classroom are significant. As a group, management scholars
         should become more aware of the philosophical and economic underpinnings of their
         theories, and more adept at highlighting these considerations in classroom lectures
         and discussions. For example, the notion of a firm’s CSR is often accepted without
         critical philosophical or economic analysis. CSR is built on a utilitarian foundation.
         Moreover, if a firm has a social responsibility beyond maximizing its profits, then
         it must relinquish some degree of control or property rights to others. Doing so could
         have positive or negative competitive ramifications for the firm and economic consequences
         for society. Put another way, one could argue that embracing CSR could be detrimental
         to society. Indeed, concepts from both economics and ethics must be invoked either
         to proffer or evaluate these types of arguments.
      

      
      Ghoshal (2005) expressed essentially the same concern—how economic activity can be
         conducted in an ethical manner. Each of the theories and isms mentioned above—provided
         they are robust enough to include an integration of economics and ethics—addresses
         this question differently.
      

      
      The arguments presented in this chapter do not suggest that Objectivism is the only
         perspective that should be considered or taught in business schools. Rather, it is
         offered herein as an example of a response to Ghoshal’s (2005) call for an intentional
         explanation for economic action and an example of a philosophy that provides a cogent
         response to ongoing questions about the efficacy of capitalism. Properly understood,
         Objectivism offers an appropriate and useful lens through which issues related to
         capitalism and morality can be evaluated.
      

      
      Notes
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            1. The theme of the Academy of Management 2013 conference, “Capitalism in Question,”
                  addressed this very topic and included a theme question: “How does market competition
                  affect the fabric of trust?”
               

            

         

         
            2. The situation is even more abysmal at the doctoral level, where very few programs
                  require any.
               

            

         

         
            3. See the U.S. Supreme Court 2005 decision Kelo v. the City of New London for a notable example.
               

            

         

         
            4. See www.kiva.org for additional details; this information was retrieved on 12 December
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            5. Sample course syllabi in most of these subject areas can be found at http://www.clemson.edu/capitalism/courses.html.
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         Capitalism demands the best of every man—his rationality—and rewards him accordingly.
            It leaves every man free to choose the work he likes, to specialize in it, to trade
            his product for the products of others, and to go as far on the road of achievement
            as his ability and ambition will carry him. His success depends on the objective value
            of his work and on the rationality of those who recognize that value. When men are
            free to trade, with reason and reality as their only arbiter, when no man may use
            physical force to extort the consent of another, it is the best product and the best
            judgment that win in every field of human endeavor, and raise the standard of living—and
            thought—ever higher for all those who take part in mankind’s productive activity.
         

         
         —Ayn Rand

         
      

      Ayn Rand (1905–1982), the best-selling novelist and world-famous philosopher, developed
         a unique philosophical system called Objectivism, which has affected many lives over
         the last half century. This appendix represents an introduction to her systematic
         vision by presenting her essential ideas in a logical, accessible manner. This should
         contribute toward the appreciation of Rand’s profoundly original philosophical system.
      

      
      The specific purpose of this appendix is to introduce, summarize, logically rearrange,
         and clarify through rewording the ideas distributed throughout her books, essays,
         lectures, and novels (especially Atlas Shrugged), and as authoritatively described and systematically explained in Leonard Peikoff’s
         monumental Objectivism: The Philosophy of Ayn Rand. Another fine but shorter source of much the same material as found in Peikoff’s
         book is Allan Gotthelf’s On Ayn Rand. Written from the viewpoint of a generalist in economics, philosophy, and the social
         sciences, this appendix is meant to provide a background for readers who wish to study
         specialized aspects of Rand’s philosophy in greater detail.
      

      
      Metaphysics is the subdivision of philosophy that studies the nature of the universe
         as a totality. Epistemology is concerned with the relationship between a man’s mind
         (i.e., his consciousness) and reality (i.e., the nature of the universe) and with
         the operation of reason. In other words, epistemology investigates the fundamental
         nature of knowledge, including its sources and validation. One’s theory of knowledge
         necessarily includes a theory of concepts, and one’s theory of concepts determines
         one’s theory or concept of value (and ethics). The key to understanding ethics is
         in the concept of value and thus ultimately is located in epistemology and metaphysics.
         The purpose of this appendix is to delineate the inextricable and well-argued linkages
         between the various components of Ayn Rand’s philosophy of Objectivism. Rand’s philosophy
         is a systematic and integrated unity, with every part depending upon every other part.
      

      
      The Essence of Objectivism

      
      Hierarchically, philosophy, including its metaphysical, epistemological, and ethical
         dimensions, precedes and determines politics, which, in turn, precedes and determines
         economics. Rand bases her metaphysics on the idea that reality is objective and absolute.
         Epistemologically, the Objectivist view is that man’s mind is competent to achieve
         objectively valid knowledge of that which exists. Rand’s moral theory of self-interest
         is derived from man’s nature as a rational being and end in himself, recognizes man’s
         right to think and act according to his freely chosen principles, and reflects a man’s
         potential to be the best person he can be in the context of his facticity. This leads
         to the notion of the complete separation of “political power” and “economic power”—the
         proper government should have no economic favors to convey. The role of the government
         is, thus, to “protect man’s rights” through the use of force, but “only in retaliation
         and only against those who initiate its use.” “Capitalism,” the resulting economic
         system, “is based on the recognition of individual rights, including property rights,
         in which all property is privately owned.” For Rand, capitalism, the system of laissez-faire,
         is the only moral system.
      

      
      Metaphysics

      
      Metaphysics is the first philosophical branch of knowledge. At the metaphysical level,
         Rand’s Objectivism begins with “axioms”—fundamental truths or irreducible primaries
         that are self-evident by means of direct perception, the basis for all further knowledge,
         and undeniable without self-contradiction. Axioms cannot be reduced to other facts
         or broken down into component parts. They require no proofs or explanations. Objectivism’s
         three basic philosophical axioms are “existence,” “consciousness,” and “identity”—presuppositions
         of every concept and every statement.
      

      
      “Existence exists” and encompasses everything, including all states of consciousness.
         The world exists independently of the mind and is there to be discovered by the mind.
         In order to be conscious, we must be conscious of something. There can be no consciousness
         if nothing exists. Consciousness, “the faculty of perceiving that which exists,” is
         the ability to discover, rather than to create, objects. Consciousness, a relational
         concept, presupposes the existence of something external to consciousness, something
         to be aware of. Initially, we become aware of something outside of our consciousness,
         and then we become aware of our consciousness by contemplating the process through
         which we became aware.
      

      
      The axiom of identity says that to be is to be “something” in particular. Identity
         means that a thing is “this” rather than “that.” What exists are “entities,” and entities
         have identity. The identity of an entity is the total of its features, including its
         potentialities for change. To have identity is to have specific characteristics and
         to act in specific ways. What an entity can do depends on what it is. A thing must
         be something and only what it is. In order for knowledge to exist, there must be something
         to know (existence), someone to know it (consciousness), and something to know about
         it (identity). That existence exists implies that entities of certain types exist
         and that a person is capable of perceiving that entities of various types exist. “Existence
         is identity” and “consciousness is identification.” 
      

      
      All actions are caused by “entities.” Rand connects “causality” to the law of identity
         and finds necessity in the nature of the entity involved in the causal process. She
         explains that “the law of causality is the law of identity applied to action” and
         that “the nature of an action is caused and determined by the natures of the entities
         that act; a thing cannot act in contradiction to its nature.”
      

      
      The concept of entity is presupposed by all subsequent human thinking because entities
         comprise the content of the world men perceive. Rand contends that the universe is
         not caused, but simply is, and that “cause and effect . . . is a universal law of
         reality.” Knowledge of causality involves apprehending the relationship between the
         nature of an entity and its method of action. 
      

      
      Rand explains that the “metaphysically given (i.e., any fact inherent in existence
         apart from the human action) is absolute” and simply is. The metaphysically given
         includes scientific laws and events taking place outside of the control of men. The
         metaphysically given must be accepted and cannot be changed.
      

      
      She explains, however, that man has the ability to adapt nature to meet his requirements.
         Man can creatively rearrange the combination of nature’s elements by enacting the
         required cause, the one necessitated by the immutable laws of existence. The “man-made”
         includes any object, institution, procedure, or rule of conduct created by man. Man-made
         facts are products of choice and can be evaluated and judged and then “accepted or
         rejected and changed when necessary.”
      

      
      Rand explains that the existence of consciousness is obvious and fundamental, that
         consciousness is a characteristic of particular living creatures, that consciousness
         has causal ability, and that there is a basic consonance between mind and body. To
         deny consciousness is self-refuting. That consciousness can direct action is evident
         through extrospection (i.e., observation) and introspection. A man’s consciousness
         is integrated with his body and is subject to his free will control. Rand contends
         that there is only one reality (not two opposing ones), that “consciousness is the
         faculty of awareness” (rather than of creation), and that the effects of consciousness
         are the caused outcomes of the interplay between a conscious person and the world.
      

      
      Epistemology

      
      Epistemology refers to the nature and starting point of knowledge, to the character
         and correct exercise of reason, to reason’s connection to the senses and perception,
         to the possibility of other origins of knowledge, and to the constitution and attainability
         of certainty. Rand explains that reason is man’s cognitive faculty for organizing
         perceptual data in conceptual terms through the use of the principles of logic. Knowledge
         exists when a person approaches the facts of reality through either perceptual observation
         or conceptualization. 
      

      
      Epistemology exists because man is a limited fallible being who learns in disjointed
         incremental steps and who therefore requires a proper procedure to acquire the knowledge
         necessary to act, survive, and flourish. A man does not have innate knowledge or instincts
         that will automatically and unerringly promote his well-being. He does not inevitably
         know what will help or hinder his life. He therefore needs to know how to acquire
         reliable and objective knowledge of reality. A man has to gain such knowledge in order
         to live. A person can only know from within the context of a human way of knowing.
         Because human beings are “neither infallible nor omniscient,” all knowledge is contextual
         in nature.
      

      
      “Sense perception” is man’s initial and direct form of recognition of that which exists
         (i.e., of entities, including their characteristics, associations, and actions). Senses
         provide man with the start of the cognitive process. The senses neither err nor deceive
         a man. The senses do not judge, identify, or interpret, but simply respond to stimuli
         and report or present a “something” to one’s consciousness. The evidence provided
         by the senses is an absolute, but a man must learn to use his mind to properly understand
         it. The task of identification belongs to reason operating with concepts. Man’s senses
         only inform him that something is, but what it is must be learned by the minds which
         must discover the nature, the causes, the full context of his sensory material, and
         so on. It is only at the conceptual level, with respect to the “what,” that the possibility
         of error occurs. On the conceptual level, awareness can lead to mistaken judgments
         about what we perceive. Conceptualization entails an interpretation that may differ
         from reality. However, man’s reason can be used to correct wrong judgments and expand
         one’s knowledge of the world.
      

      
      A man’s senses react to the “full context” of the facts. Sense perceptions are valid
         in that they are perceptions of entities that exist. Sensations are caused by objects
         in reality and by a person’s organs of perception. It is the purpose of the mind to
         analyze the perceptual evidence and to identify the nature of what is and the causes
         in effect.
      

      
      A difference in sensory form among various perceivers is merely a difference in the
         form of perceiving the same object in reality. As long as a person perceives the underlying
         objects and relationships in reality in some form, the rest is the mind’s work, not
         the work of the senses.
      

      
      Any perceptual mechanism is limited. It follows that the object as perceived is the
         result of an interaction between external entities and a person’s limited perceptual
         apparatus. Forms of perceptions are circumscribed by a person’s physical abilities
         to receive information interacting with external objects in connection with the laws
         of causality. In other words, perceptual awareness is the product of a causal interaction
         between sense organs and entities.
      

      
       Perceptual awareness marks the beginning of human knowledge. In order to understand
         the world in a conceptual manner, man must integrate his percepts into concepts. A
         “concept” integrates and condenses a number of percepts into a single mental whole.
         Although based on sensory percepts, human knowledge, being conceptual in nature, can
         depart from reality. The mind is not infallible nor automatic and can distort and
         be mistaken. A man can only obtain knowledge if he adheres to certain methods of cognition.
         The validity of man’s knowledge depends upon the validity of his concepts.
      

      
      Whereas concepts are abstractions (i.e., universals), everything that man apprehends
         is specific and concrete. “Concept formation” is based on the recognition of “similarity”
         among the existents being conceptualized. Rand explains that an individual perceptually
         discriminates and distinguishes specific entities from their background and from one
         another. A person then groups objects according to their similarities, viewing each
         of them as a “unit.” He then integrates a grouping of units into a distinct mental
         entity called a concept. “The ability to perceive entities or units is man’s distinctive
         method of cognition” and the gateway to the conceptual level of man’s consciousness.
         According to Rand, “a concept is a mental integration of two or more units which are
         isolated according to one or more characteristics and united by a specific definition.”
         A definition is the condensation of a large body of observations.
      

      
      Whereas a concept is assigned precise identity through the use of a definition, the
         integration (i.e., the concept) itself is kept in mind by referring to it by a perceptual
         concrete (i.e., a “word”). Words are concrete audiovisual representations of abstractions
         called concepts. “Words transfer concepts into (mental) entities” whenever definitions
         give them identity. Language makes this type of integration possible.
      

      
      Concept formation is largely a mathematical process. There is a “connection between
         measurement and conceptualization.” Similarity, an implicit form of measurement “is
         the relationship between two or more existents which possess the same characteristics
         but in different measure or degree.” The mental process of concept formation consists
         in retaining the characteristics but omitting their measurements. The “relevant measurement”
         of a particular attribute “must exist in some quantity, but may exist in any quantity.”
         The “measurements exist, but they are not specified.” A concept is a mental integration
         of units possessing the same differentiating characteristics with their specific measurements
         omitted.
      

      
      Rand explains that a “conceptual common denominator” is made up of the attributes
         reducible to a unit of measurement by which a person distinguishes two or more existents
         from other existents possessing the attributes. In other words, the comprehension
         of similarity and difference is necessary for conceptualization.
      

      
      Perceptual data lead to “first level concepts.” In turn, higher-level concepts are
         formed as “abstractions from abstractions” (i.e., from abstractions and subclassifications
         of previously formed concepts). Concepts differ from each other not only with regard
         to their referents but also in their distances from the perceptual level. Knowledge
         is hierarchical with respect to the order of concept formation. It consists of a set
         of concepts and conclusions ranked in order of logical dependence upon one another.
      

      
      The last step in concept formation is “definition.” A definition identifies a concept’s
         units by particularizing their fundamental attributes. “A definition is a statement
         that identifies the nature of the units subsumed under a concept.” A definition differentiates
         a given concept from all others and keeps its units distinguished in a person’s mind
         from all other existents. The differentiation must be limited to the essential characteristics.
         Rand employs Aristotle’s “rule of fundamentality” when she explains that the essential
         characteristic is the one that is responsible for, and therefore can explain, the
         greatest number of the unit’s other distinguishing characteristics.
      

      
      She explains that concepts are instruments to save space and time and to attain “unit-economy”
         through the condensation of data. Concepts have a metaphysical basis since consciousness
         is the ability of comprehending that which exists. Concepts result from a particular
         type of relationship between consciousness and existence. 
      

      
      Definitions are statements of factual data as compressed by a human consciousness.
         Definitions involve the condensation of a multitude of observations of similarity
         and difference relationships. They are also “contextual” because they partly rely
         upon the definer’s context of knowledge. A new or revised definition does not invalidate
         the objective content of the old definition. It simply encompasses the requirements
         of an expanding cognitive context—the sum of cognitive elements conditioning an item
         to knowledge. Full context is the sum of available knowledge.
      

      
       According to Rand, the essential characteristics of a concept are epistemological
         (i.e., contextual and relational) rather than metaphysical. Rand explains that concepts
         are neither intrinsic abstract entities existing independently of a person’s mind,
         nor are they nominal products of a person’s consciousness, unrelated to reality. Concepts
         are epistemologically “objective” in that they are produced by man’s consciousness
         in accordance with the facts of reality. Concepts are mental integrations of factual
         data. They are “the products of a cognitive method of classification whose processes
         must be performed by a human being, but whose content is dictated by reality.” For
         Rand, essences are epistemological instead of metaphysical.
      

      
      Rand contends that, although concepts and definitions are in one’s mind, they are
         not arbitrary because they reflect reality, which is objective. Both consciousness
         in metaphysics and concepts in epistemology are real and part of ordinary existence—the
         mind is part of reality. She views concepts as “open-ended constructs” that subsume
         all information about their referents, including information not yet discerned. New
         facts and discoveries expand or extend a person’s concepts, but they do not overthrow
         or invalidate them. Concepts must conform to the facts of reality.
      

      
      In order to be objective in one’s conceptual endeavors, a human being must fully adhere
         to reality by applying certain methodological rules that are based on facts and that
         are proper for man’s form of cognition. For man, a being with rational consciousness,
         the appropriate method for conforming to objective reality is “reason” and “logic.”
         In order to survive, man needs knowledge, and reason is his tool of knowledge.
      

      
      Rand observes that human knowledge is limited and that humans are beings of bounded
         knowledge. It is because of this constraint that it is imperative for a man to identify
         the cognitive context of his analysis and conclusions. She points out that contextualism
         does not mean relativism and that context is what makes a properly specified conclusion
         objective. Certainty is a contextual evaluation.
      

      
      Where do emotions fit in the Objectivist world? According to Rand, an emotion is an
         “automatic response” to a situation based on a person’s perception, identification,
         and evaluation of the situation. Emotions are states of consciousness with bodily
         accompaniments and intellectual causes. Different from sensations, emotions are caused
         by what a person thinks. Emotions are the result of a man’s value premises, which
         stem from his thinking about, and reaction to, situations he has met in life. After
         a person has made a range of value judgments, he makes them automatic. Present in
         one’s unconscious, value judgments affect man’s evaluative and affective experiences.
         Emotions are reactions to a person’s perceptions and are the automatic results of
         a mind’s previous conclusions. “Emotions are not tools of cognition”—they are not
         a substitute for reason. Truth cannot be attained through one’s feelings. However,
         emotions do play a key role in one’s life. They do provide the means for enjoying
         life. A person could not achieve happiness without them.
      

      
      Rand contends that people are born both conceptually (i.e., cognitively) and emotionally
         “tabula rasa.” For her, emotions are dependent phenomena and are the automatic products
         of man’s value judgments. Rand believes that reason must “program” emotions properly
         if a person is to achieve happiness. She sees man with no inborn instincts and views
         reason as a person’s only guide to knowledge. According to Rand, people do not have
         inborn emotions, temperaments, desires, personality characteristics, or ingrained
         behavior of any kind. She says that men’s brains are not hardwired and that all human
         behavior is learned behavior.
      

      
      Ethics

      
      Objectivism’s ethical system rests upon the claim to have derived the “ought” from
         the “is.” The defense of this claim starts by inquiring about the facts of existence
         and man’s nature that result in value—“that which one acts to gain and/or keep.” The
         concept of value “presupposes an entity capable of acting to attain a goal in the
         face of an alternative. Where no alternative exists, no goals and therefore no values
         are possible.” The one “basic alternative” in the world is “existence vs. nonexistence.”
         Since “the existence of inanimate matter is unconditional,” “it is only a living organism
         that faces a constant alternative: the issue of life or death.” Inanimate matter may
         change forms, but it cannot go out of existence. When a living organism dies, however,
         its basic physical elements remain, but its life ceases to exist. Life, “a process
         of self-sustaining and self-generated action,” “makes the concept of ‘Value’ meaningful.”
         “An organism’s life is its standard of value.” Whatever advances its life is good,
         and that which endangers it is evil.
      

      
      The nature of a living entity determines what it ought to do. All living entities,
         with the exception of man, are determined by their nature to undertake automatically
         the actions necessary to sustain their survival. Man, like an animal or a plant, must
         act in order to live and must gain the values that his life requires. Man’s distinctive
         nature, however, is that he has no automatic means of survival. Man does not function
         by automatic sensory or chemical reactions. “Thinking,” the process of abstraction
         and conceptualization, is necessary for man’s survival. Thinking, man’s basic virtue,
         is exercised “by choice”—“man is a being of volitional consciousness.” Reason, “the
         faculty that perceives, identifies, and integrates the material provided by the senses,”
         does not work automatically. Man is free to think or not to think. The tool of thought
         is logic—“the art of non-contradictory identification.”
      

      
      According to Rand, man has no innate knowledge and, therefore, must determine through
         thought the goals, actions, and values upon which his life depends. He must discover
         what will further his own unique and precious individual human life and what will
         harm it. Refusal to recognize and act according to the facts of reality will result
         in his destruction. The Objectivist view is that the senses enable man to perceive
         reality, that knowledge can only be gained through the senses, and that the senses
         are able to provide objectively valid knowledge of reality. 
      

      
      For man to survive, he must discern the “principles” of action necessary to direct
         him in his relationships with other men and with nature. Man’s need for these principles
         is his need for a “code of morality.” Men are essentially independent beings with
         free wills; therefore, it is up to each individual to choose his code of values using
         the standard that is required for the life of a human being. If “life as a man” is
         one’s purpose, he has the right to live as a rational being. To live, man must think,
         act, and create the values his life requires.
      

      
      Rand holds that morality (and ethics) depend upon a person’s “pre-moral” choice to
         live. “To live is his basic act of choice. If he chooses to live, a rational ethics
         will tell him what principles of action are required to implement his choice.”
      

      
      Rand explains that moral values are neither subjective constructs nor intrinsic features
         of morality, but rather are objective. “The good is neither an attribute of things
         in themselves nor of a man’s emotional state, but an evaluation made of the facts
         of reality by man’s consciousness according to a rational standard of value.” When
         one attributes moral value to something, he must address the questions of “to whom”
         and “for what.” If something is a value, it must have a positive relationship to the
         end of a particular individual’s life. Value is a function of the interaction between
         what is deemed valuable and the person to whom it is valuable. Value is neither totally
         internal nor completely external but is a function of a specific connection between
         external objects and an individual’s ends.
      

      
      Rand states that values reflect facts as evaluated by persons with respect to the
         goal of living. Whether or not a given object is a value depends upon its relationship
         to the end of a person’s life. Life’s “conditionality” is the basis of moral value.
         The thing in question must have certain attributes in order to further an individual’s
         life, and the individual must seek his life in order for that object to be valuable.
         The objectivity of value derives from the fact that particular kinds of action tend
         to promote human life. A specific object’s value is a function of the factual relation
         between the object and a particular person’s life. The valid attribution of value
         reflects a factual relationship. Rand’s theory of objective value is both functional
         (i.e., directed toward certain ends) and naturalistic. It is naturalistic because
         values stem from certain facts about the nature of human life.
      

      
      The requirements of a man’s survival are determined by reality, and the good is an
         aspect of reality that has a positive relationship to a man’s life. An object’s value
         thus depends on what the object is and on the way in which it affects a particular
         person. It follows that a variety of different things can be objectively valuable
         to different persons.
      

      
      From an epistemological perspective, it is individuals who are objective (or are not
         objective) with respect to their judgments regarding value. A value’s objectivity
         reflects the reality that values are the conclusions of a person’s “volitional consciousness”
         and that individuals can be correct or can be mistaken in their judgments and choices.
         An authentic value must derive from a life-affirming relationship to a human being
         and must exist in a correct connection to his consciousness. A man’s consciousness
         and elements of the external world must connect in order to properly judge particular
         things as objectively valuable.
      

      
      For Rand, the designation “objective” refers to both the functioning of the cognitive
         process and to the output of that process when it is properly performed. A man’s consciousness
         can acquire objective knowledge of reality by employing the proper means of reason
         in accordance with the rules of logic. When the mind conforms to mind-independent
         reality, the cognitive process being followed can be termed objective. In turn, when
         a correct cognitive process has been followed it can be said that the output (i.e.,
         the conclusion reached) of that process is objective.
      

      
      Rand explains that all abstractions stem from facts, including the abstraction “value.”
         All ideas, including the idea of value, are features of reality as they pertain to
         individuals. Values are metaphysically objective when their propriety and attainment
         require conformity to reality, and they are epistemologically objective when they
         are discovered via objective conceptual processes.
      

      
      Rand asks what fact or facts of reality give rise to the concept of value. She reasons
         that there must be something in perceptual reality that results in the concept of
         value. She argues that it is only from observing other living things (and one’s self
         introspectively) in the pursuit of their own lives that a person can perceive the
         referents of the term “value.” For example, people act to attain various material
         and other goods and determine their choices by reference to various goals, ends, standards,
         or principles.
      

      
      For Rand, the concept of value depends upon and is derived from the antecedent concept
         of life. It is life that entails the possibility of something being good or bad for
         it. The normative aspect of reality arises with the appearance of life.
      

      
      The fundamental fact of reality that gives rise to the concept of value is that living
         beings have to attain certain ends in order to sustain their lives. The facts regarding
         what enhances or hinders life are objective, founded on the facts of reality, and
         grounded in cognition. This should not be surprising because people do think, argue,
         and act as if normative issues can be decided by considering the facts of a situation.
      

      
      Rand explains that the key to understanding ethics is found in the concept of value—it
         is thus located in epistemology. Her revolutionary theory of concepts is what directly
         leads her to innovations in the fields of value theory and ethics and moral philosophy.
      

      
      Rand’s theories of concepts, values, and ethics accurately reflect man’s epistemic
         nature. Objectivism endorses a theory of objective value and an ethics that reflects
         the primacy of existence. Because Rand identifies and comprehends the epistemological
         nature of concepts and the nature of the concept of value itself, it is possible for
         us to understand them and to explain to others the logical steps that are included
         in their formulation.
      

      
      Without self-value, no other values are possible. Self-value has to be earned by thinking.
         Morality, a practical, selfish necessity, requires the use of man’s rational faculty
         and the freedom to act on his judgments. A code of values accepted by rational choice
         is a code of morality—choice is the foundation of virtue. “Happiness is the state
         of consciousness which proceeds from the achievement of one’s values.”
      

      
      Because men are creatures who think and act according to principle, a doctrine of
         rights ensures that an individual’s choice to live by those principles is not violated
         by other human beings. For Rand, all individuals possess the same rights to freely
         pursue their own goals. Since a free man chooses his own actions, he can be held responsible
         for them.
      

      
      Ayn Rand defines value as “that which one acts to gain and/or keep.” A value is an
         object of goal-directed action. In this sense, we can say that everyone pursues values.
         The term “value” thus can refer in a descriptive sense to what is observable. We see
         people going after things. Initially, we do not consider whether or not people are
         choosing properly when they pursue their values. As children, we first get the idea
         of value implicitly from observation and introspection. We then move from an initial
         descriptive idea of value toward a normative idea of value that includes the notion
         that a real value serves one’s life. 
      

      
      Each derivative value exists in a value chain or network in which every value (except
         for the ultimate value) leads to other values and thus serves both as an end and as
         a means to other values. A biological ends-means process leads to the ultimate end
         of the chain, which, for a living entity, is its life. For a human individual, the
         end is survival and happiness, and the means are values and virtues that serve that
         end. Values and virtues are common to, and necessary for, the flourishing of every
         human person. However, each individual will require them to a different degree. Each
         man employs his individual judgments to determine the amount of time and effort that
         should go into the pursuit of various values and virtues. Finding the proper combination
         and proportion is the task for each person in view of his own talents, potentialities,
         and circumstances. Values and virtues are necessary for a flourishing life and are
         objectively discernable, but the exact weighting of them for a specific person is
         highly individualized. 
      

      
      In order for a chain of values to make sense, there must be some “end in itself” and
         “ultimate value” for which all other values are means. “An infinite progression” or
         chain of ends and means “toward a nonexistent end is a metaphysical and epistemological
         impossibility.” All must converge on an ultimate value. 
      

      
      Each component of action of one’s life (i.e., one’s work life, love life, home life,
         social life, and so on) is an end in itself and a means to the end of one’s life in
         total. “Man’s life is a continuous whole.” One’s life in total is an end in itself
         and an ultimate value. An ultimate value is required for a person to rationally decide
         how to act. Evaluation necessitates teleological measurement in order to make our
         potential values comparable. When different values come into conflict a person refers
         to a higher value in order to resolve the conflict.
      

      
      An individual’s task is to choose from among numerous values to find the most appropriate
         for himself. A person must make specific choices with respect to his career, his relationships,
         and so on. A “hierarchy of values” helps people make judgments regarding what to do
         or to pursue. To do this, an individual must assign a weight, either explicitly or
         implicitly, to his values. Values need to be weighted or ranked in terms of ordinal
         numbers. He must judge the ultimate contribution to the value of his life that exists
         at the apex of his hierarchy.
      

      
      A value is an object of “goal-directed behavior.” The fact that a person has values
         implies the existence of his goal-directed actions. Values are distinct from goals
         despite the fact that in general parlance goals and values are often used interchangeably.
         Actions are performed in response to one’s values and are undertaken to achieve some
         goal or end.
      

      
      To be a value means to be good for someone and for something. “Life” is one’s “fundamental
         value” because life is conditional and requires a particular course of action to maintain
         it. Something can be good or bad only to a living organism, such as a human being,
         acting to survive. “Man’s life” is the ultimate value and the “standard of value”
         for a human being.
      

      
      A value exists in a chain of values and must have some ending point. There must be
         some “fundamental alternative” that marks the cessation of one’s value chain. It is
         his life, “a process of self-sustaining and self-generated action,” that is the fundamental
         alternative at the end of a person’s value chain. One’s life is the alternative that
         underpins all of his evaluative judgments. 
      

      
      Ethics, a code of values to rationally guide man’s choices and actions, “is an objective,
         metaphysical necessity of man’s survival.” A proper ethics gives practical guidance
         to help people think and direct their lives. Ethics aids a man in defining and attaining
         his values, goals, and happiness. A man needs ethics because he requires values to
         survive. The telos of ethics is a person’s own survival and happiness. The realm of ethics includes
         those matters that are potentially under a man’s control. A man’s uncoerced volition
         is necessary to have an objective theory of morality. He can discover values only
         through a volitional process of reason.
      

      
      Rand’s ethics identifies the good and bad according to the rational standard of value
         of “man’s life qua man.” Her Objectivist ethics focuses on what is, in reality, good
         or best for each unique individual human being. Such an ethics is rational, objective,
         and personal. Accordingly, a man’s goal should be to become the best possible person
         in the context of who and what he is and of what is possible for him.
      

      
      A person requires moral “knowledge” in the form of “abstractions” to guide his actions.
         Moral concepts necessarily come into play when one acts. A man needs an adequate set
         of general evaluative principles to provide basic guidance in living well. He must
         consciously identify the “principles” he wants to live by and must critically evaluate
         his values and principles. 
      

      
      Rational moral principles guide us toward values and are essential for achieving moral
         integrity, character, and happiness. When we habitually act on sound moral principles,
         we develop virtues and incorporate our moral orientation into our character. Rand
         connects virtues to the objective requirements of man’s survival and flourishing.
         Moral principles are needed because the standard of survival and flourishing is too
         abstract. Acting on principles cultivates corresponding virtues, which, in turn, leads
         to value attainment, flourishing, and happiness. According to Rand, “value is that
         which one acts to gain and/or keep—virtue is the act by which one gains and/or keeps
         it.”
      

      
      “Focus,” a quality of alertness, involves a man’s primary free will decision to activate
         his mind. It takes effort to stay in focus by using one’s volition to activate his
         consciousness and mental resources. Although focus is not automatic and takes effort,
         it is rewarding and natural. Focus enters in the development of one’s ideas, in the
         choice of his values, and in the selection of his moral principles. In addition, when
         one acts, he needs to focus in order to keep his ideas, values, and moral principles
         in his consciousness. A person must be alert for opportunities to form one’s ideas,
         values, and principles, and he must also use his free will to be in focus for his
         thinking to guide his actions. A person can be in focus, passively out of focus, or
         he can actively evade particular mental content. Rand says that “evasion is . . .
         the willful suspension of one’s consciousness, the refusal to think . . . the refusal
         to know.”
      

      
      Moral principles are true or absolute in a given “context.” A person needs to recognize
         the moral context of a situation. A man should not evade relevant knowledge or drop
         context when he acts. Some cases will fall outside the context in which they are defined
         and applicable. Thinking is needed in order to understand the facts of a situation
         and to apply appropriate principles to the circumstances. For example, “honesty,”
         as a principle, states that it is immoral to misrepresent the truth in a context in
         which a person’s goal is to “attain values” from others. It follows that in a different
         context in which someone is attempting to use deceit or force in order to gain values
         from an individual, it is appropriate for the wronged individual to choose self-defense
         (e.g., dishonesty) as the applicable principle instead of honesty. The context is
         different from one calling for honesty on his part. In this case, the person who is
         properly lying is not trying to gain a value. Instead, he is rationally acting in
         his own interest to protect a value that is being threatened.
      

      
      Honesty is an essential principle because the proper end of a man’s actions is his
         own objective flourishing. The moral appropriateness of honesty is grounded in metaphysics.
         A person must focus on what reality requires if he is to attain his ends. A person
         should tell the relevant truth. What the relevant truth is depends on the type of
         relationship a person has with the individual with whom he is dealing. 
      

      
      In Rand’s biocentric ethics, moral behavior is judged in relation to achieving specific
         ends, with the final end being an individual’s life or flourishing. The act of deciding
         necessitates the investigation of how an action pertains to what is best for one’s
         own life. This is not done in a duty-based ethic that is limited to precepts and rules
         that are placed between a person and reality. In a biocentric ethics what is moral
         is the understood and the chosen rather than the imposed and the obeyed. Principles
         are valuable ethical concepts that do not require imperatives or obligations as their
         justification.
      

      
      Altruist moralities hold that morality is difficult and involves ideas such as self-abnegation
         and self-sacrifice. Contrariwise, an egoist morality, such as the one found in Objectivism,
         maintains that morality is natural and enjoyable. Of course, there is work involved
         in staying in focus, acquiring knowledge, formulating moral principles, and applying
         them in the appropriate contexts. Morality is demanding but it is also indispensable
         and rewarding. 
      

      
      Values and Virtues

      
      Rand explains that to live, men must hold three ruling values—“reason, purpose, and
         self-esteem.” These values imply all of the virtues required by a man’s life. “Rationality,”
         the primary virtue, is the recognition of objective reality, commitment to its perception,
         and the “acceptance of reason as one’s source of knowledge, one’s only judge of values,
         and one’s only guide to action.” “Independence,” the acceptance of one’s intellectual
         responsibility for one’s own existence, requires that a man form his own judgments
         and that he support himself by the work of his own mind. “Honesty,” the selfish refusal
         to seek values by faking reality, recognizes that the unreal can have no value. “Integrity,”
         the refusal to permit a breach between thought and action, acknowledges the fact that
         man is an indivisible, integrated entity of mind and body. “Justice,” a form of faithfulness
         to reality, is the virtue of granting to each man that which he objectively deserves.
         Justice is the expression of man’s rationality in his dealings with other men and
         involves seeking and granting the earned. A trader, a man of justice, “earns what
         he gets and does not give or take the undeserved.” Just as he does not work except
         in exchange for something of economic value, he also does not give his love, friendship,
         or esteem except in trade for the pleasure he receives from the virtues of individuals
         he respects. Love, friendship, and esteem, as moral tributes, are caused and must
         be earned. “Productiveness,” the virtue of creating material values, is the art of
         translating one’s thoughts and goals into reality. “Pride,” the total of the preceding
         virtues, can be thought of as “moral ambitiousness.”
      

      
      Capitalism and Individual Rights

      
      Rand’s justification of capitalism is that it is a system based on the logically derived
         code of morality outlined above—a code of morality that recognizes man’s metaphysical
         nature and the supremacy of reason, rationality, and individualism. The ruling principle
         of capitalism is justice. The overall social effect—the fact that individuals and
         groups who live under capitalism prosper—is simply a byproduct or secondary consequence.
         Political and economic systems and institutions which encourage and protect individual
         rights, freedom, and happiness are proper systems.
      

      
      “A right is a moral principle defining and sanctioning a man’s freedom of action in
         a social context.” According to Rand, rights are innate and can be logically derived
         from man’s nature and needs. The principle of man’s rights, like every other Objectivist
         moral principle, is derived by way of ethical egoism. The state is not involved in
         the creation of rights and simply exists to protect an individual’s natural rights.
         There are no group rights—only individual rights. Group rights are arbitrary and imply
         special interests.
      

      
      Humans are material beings who require material goods to sustain their existence.
         If one’s life is the standard, man has the right to live and pursue values as his
         survival requires. He has the right to work for and keep the fruits of his labor—the
         right of property. “Without property rights, no other rights are possible.” A man
         who has no right to the product of his efforts is not free to pursue his happiness
         and has no means to sustain his life.
      

      
      A violation of a man’s property rights is an expression of force against the man himself.
         The purpose of government is to “protect man’s rights” (including property rights)
         and enforce contractual agreements—a breach of contract is an indirect use of force.
         The state’s function is thus restricted to the “retaliatory use of force.”
      

      
      Under Randian capitalism, which historically has never existed, there is a complete
         separation of state and economics. Men deal with each other voluntarily by individual
         choice and free trade to their mutual benefit. The “profit motive” is just and moral.
         “Profit” is made through moral virtue and measures the creation of wealth by the profit-earner.
         The “market price” is objectively determined in the free market and represents the
         lowest price a buyer can discover and the highest price a seller can obtain. It is
         a socially objective value rather than a philosophically objective value. In a free
         market both parties expect to benefit—no one is willing to enter into a one-sided
         bargain to his anticipated detriment. A person’s wealth under capitalism depends on
         his productive achievements and the choice of others to recognize them. Rewards are
         tied to production, ability, and merit. A producer can do with his wealth what he
         chooses as long as he does not infringe on the rights of another. However, Rand is
         against altruism, which involves giving up a higher value in favor of a lower one.
         Altruism is the moral doctrine that requires a man to live selflessly and disinterestedly
         for others and to place others above self. The essence of altruism is the demand for
         disinterested self-sacrifice instead of true concern for others. Altruism holds that
         self-sacrifice is the highest moral duty. Ayn Rand explains that it is not a self-sacrifice
         to help someone whose well-being is important to one’s own life and happiness. Charity
         is rational, objective, and genuine when, rather than being offered indiscriminately,
         it is only offered voluntarily and only to valued individuals. 
      

      
      Conclusion

      
      Despite inciting a number of vehement and critical commentaries, Rand’s controversial,
         original, and systematic philosophical positions should be taken seriously and treated
         with respect. She persuasively expounds a fully integrated defense of capitalism and
         the component metaphysical, epistemological, psychological, ethical, social, political,
         cultural, and historical conditions necessary for its establishment and survival.
         Rand presents Objectivism as an integrated new system of thought with an organized,
         hierarchical structure. Whatever one’s ultimate evaluation of her theories, Rand’s
         unique vision should be considered worthy of comprehensive, scholarly examination.
      

      
      Ayn Rand was a philosophical system-builder who consistently integrated the various
         aspects of her clearly written and compelling work. Rand’s view of the world and of
         human possibility in the world is at the heart of her system. She sees a benevolent
         world that is open to man’s achievement and success. Happiness and great accomplishment
         are possible in the world. To succeed, man must comprehend the nature of the world
         and of man and must define, choose, and passionately pursue rational values. Moral
         greatness is possible for each of us if we rationally strive to live up to our potential,
         whatever that potential may be. A person who selects rational values and who chooses
         ends and means consonant with the nature of reality and with the integrity of his
         own consciousness exemplifies a moral ideal and can certainly be viewed as heroic.
         As a rational goal, Rand’s ideal of moral greatness is available to every human being.
         
      

      
      Note 

      
      
         This appendix is a chapter that appeared in my book Champions of a Free Society (Lanham, MD: Lexington, 2008). It is a shortened and edited version of a chapter
            from my book Philosophers of Capitalism (Lanham, MD: Lexington, 2005).
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