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EXPLOITATION AND KNOWLEDGE
by Gary North

The profit motive: everyone knows that the free market
economic system operates in terms of the profit motive.
The trouble is, hardly anyone understands where profits
come from. This includes the businessmen who make

them. This failure to understand the source of profits has

given areal advantage to the critics of the market. When
the supposed defenders of the free market argue that the
hope for gaining a profit is the motivating force of capital-
ism, yet they cannot state clearly where profits come from,
they have left themselves intellectually defenseless.

First, the critics of capitalism identify the profit motive
with greed. Since a profit is identified economically as an
above-average rate of return on an investment, it can eas-
ily be equated with greed. Greed sounds bad. Since there
is no way scientifically to define greed, this is a cliff icult
argument to refute. Already, profits sound immoral.

Second, the critics claim that profits come from theabil-
ity of the stronger, richer, and more ruthless members of
a society to exploit their weaker neighbors. The word “ex-
ploitation” has been a favorite one in socialist circles. Karl
Mant made the word a weapon against capitalism. The work-
ers are exploited by the capitalists, Marx said, because the
capitalists can extract surplus value from laborers. The la-
borer has to work, say, five hours in order to have enough
money to buy minimum food and shelter, but the capitalist
keeps him on the job many hours longer. Thus, the capi-
talist “exploits” extra money from his workers: surplus
value. He expropriates this surplus. It really belongs to the
worker. It is his labor. What was a technical explanation
of the origin of profit — incorrect but initially plausible —
became a moral critique because of the choice of a pejo-
rative word: exploitation.

Marx’s exploitation theory was theoretically wrong, and
it was demolished by the Austrian economist, Eugen von
Bohm-Bawerk, before Marx died.! There is no way that the
capitalist could retain such a surplus in the face of com-
petition from other capitalists. They wili bid against each
er in a quest to appropriate any surplus for themselves.
They wiil keep doing this until the wage paid to the worker
is equal to the value of his output.

Workers in a free market economy are paid the value
of their output, or very close to it. When they are not paid
according to the value of their output, other profit-seeking
empioyers start offering them more, since they want the
“surplus value” for themselves. The market price of the
formerly “exploited” labor services then climbs, since no
capitalist wants to allow his competitors the advantage of
hiring underpriced labor services. Capitalists may well be
greedy; this is the best assurance for workers that they are

1. The Exploitation Theory of Socialism-Communism by Eugen von
Bohm-Bawerk. An extract from Capital and Interest. Third revised edition
1975, 176 pp. paperback, $7.95 Libertarian Press, Spring Mills, PA.

being paid what they are worth. It is the “greed” — prof it-
seeking — of the empioyers that leads them to seek out
productive factors of production that are underpriced, in-
cluding workers, and pay more for them in order to put
them to work. - -

if Marx’s theory were true, the greatest profits on earth
would be made in places such as China and India, where
wages are the iowest on earth and the available supply
of workers to “exploit” is enormous. Yet the fact is that
capital flows into high-wage nations, not the low-wage na-
tions. Capital seeks productive workers, not cheap work-
ers. This means workers with good educations and far
more opportunities to work somewhere else. Capitalists
must compete against each other to gain the services of
such high-value workers. This competition raises wage
rates. in capitalism, high profits are associated with high
wages and iow-priced goods. When Henry Ford raised the
wages of his workers in 1913 and kept lowering the price
of the Model T, he became a billionaire. Why did this work?
Because it drastically reduced labor turnover and absen-
teeism, and it increased the volume of car sales, thereby
making profitable even more cost savings.

Why are there underpriced resources available in the
market? Because of ignorance. If every participant knew
exactly what the factors of production are worth, there
wouid be no profits or losses. But no one knows for sure
what anything is worth, that is, what the rationai, market-
clearing price of anything ought to be. it is the continual
guest for better information about the proper pricing of fac-
tors of production that is the driving force of the capitalist
system. Tt is not just goods and servicés that are for saie
in the free market; it is also accurate information about
prices. We pay dearly for accurate information. Sometimes
we pay dearfy for inaccurate information. (If we had better
information to begin with, we wouldn't.)

Theignorance Factor

Who has the best information about the value of labor
services? It might be argued that laborers really do not
know what their labor services are worth on the free mar-
ket. Therefore, they refuse to take a chance and threaten
to quit. They are afraid of losing their jobs, and they are
not aware of the better opportunities available to themelse-
where. They cannot get accurate information free of
charge.

This is quite true; accurate information is not a free
good. At zero price, there is less of it available than is
demanded. it is, perhaps more than any other scare eco-
nomic resource, the most valuable of assets.

If men are unaware of an opportunity, they cannot take
advantage of it. Nevertheless, the free market is a social
order in which it is not necessary for all men to know of
an opportunity in order for others to benefit from it. All men
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do not need to be informed of the existence of higher
wages elsewhere, or better working conditions elsewhere,
or jobs that offer more days of paid vacation per year. A
few workers are sufficient to alert all the others. Some
worker at ABC Widgets asks his buddy, “Say, did you hear
that XYZ Widgets has raised pay by 25 per cent?”

This story, if true, is all that is needed to alert workers.
The new and valuable information initially comes to a few.
They start quitting. Others wonder why their old friends are
leaving the job. (The only thing that spreads faster than
information about opportunities is false malicious gossip
about an agreed-upon enemy.) Rumors are vary efficient
means of spreading Information; in fact, the problem fac-
ing the listener is to sort out false from true information.
But there is an economic incentive for laborers to check
out rumors of major employment opportunities.

Consider a particular worker. For the sake of the argu-
ment, let us assume that he is indeed “exploited” by ABC
Widgets. His employer knows that he is worth, say, $10
per hour. But we will not call them dollars, since inflation
tends to make dollar-denominated arguments look silly af-
ter a few years, or at least very old-fashioned. So, we will
not pay him in dollars. We will pay him in a hypothetical
currency units, shekels. (A shekel in ancient Israel was a
unit of weight, which made it easier for people to know
what units they were dealing with: shekels of silver, shek-
els of gold, etc.) The employer is paying him only eight
shekels per hour, and the company is pocketing the extra
two shekels. Or maybe the company is only pocketing one
shekel, but is charging less for the final product, and is
underbidding the competition, thereby increasing its share
of the market. Whatever the case happens to be, the la-
borer is not receiving the value of his output.

What Can He Do?

What can he do to better himself? He can startinvest-
ing. He starts putting time and effort into a “new company,”
himself. He starts investing in a search for information. He
looks in the classified ad columns of his newspaper to see
what other corporations are paying for labor services like
his. He starts calling old friends on the phone, asking them
what conditions are like at XYZ Widgets. He starts calling
the personnel off ices of rival companies. Sooner or later,
if he is really being exploited, he may find the only mean-
ingful proof of the exploitation: a firm that is offering more
than eight shekels per hour for labor services like his.

This investment involves sacrifice. When he searches
for better information concerning the market that he is partici-
pating in, he is an investor. He is a kind of capitalist. More
important, he becomes an entrepreneur. He suspects that
there is a better opportunity around. He hopea that he can
find it by investing time and effort into his search. He ex-
pacts to better himself if he discovers higher pay, or better
working conditions, being offered by another company. He
wants to take advantage of any such offer. But the key
fact is this: initially,ha doas not know for certain.

If he knew for sure, he would not have to spend time
searching. He would simply take the better offer. He can-
not do this because there is ignorance involved. He may
have doubts. He thinks to himself, “I may not be exploited
after all. Perhaps my employer is paying me a market
wage. Perhaps the market is about to drop; my employer
may be paying me too much, by mistake. Also, even if a
better offer is ready and waiting, | may not find it in time.
I may never find it at all. Why waste time and money in a
fruitless search for a non-existent job?” There is no way
for him to be sure just what the market is offering to peo-
ple who sell services comparable to his. And even if he
finds a better deal, he may not be able to convince the
prospective employer that he, as a skilled worker, actually

possesses the necessary qualifications. Even if he does
possess them, he may not be able to persuade the pro-
spective employer. After all, the prospective employer re-
ally is not certain just who this prospective employee is,
or what he can do on the job. Tha ignhorance factor Is
inescapable.

The worker who begins a search to better his position

is, in fact, an entrepreneur. He is making a forecast: with
work, and time, and telephone calls, he thinks he can find
a better opportunity. He cannot be certain, but he thinks
so. He faces an uncertaln future. He is not omniscient.
No person is omniscient. Nevertheless, he “senses” that
there are better opportunities available. He is willing to in-
vest time in the search. He skips Saturday afternoon tele-
vision in order to find a better opportunity. He skips bowl-
ing with the boys. He skips an afternoon of fishing. In other
words, he invests a scarce economic resource —
leisure — by forfeiting it. He tries to get an above-market
rate of return on his investment: more money, or better
working conditions, or a job that offers greater possibilities
of advancement — a job that will be more valuable to him
in the future than the leisure time activities are valuable
to him in the present.

la He Exploited?

Is the worker really exploited? How has his present em-
ployer exploited him? Only by not giving him agift, namely,
the precious gift of accurate knowledge. He has not come
to the worker and said to him, “Look, Charlie, I'm paying
you eight shekels an hour, but XYZ Widgets is paying at
least ten per hour. I've known that for a long time. | feel
guilty for not telling you. Now, if you want to call the per-
sonnel department at XYZ Widgets, go ahead. See if you
can get a job lined up there. If you do, come to me and
tell me. Then I'll be forced to give you a raise. Fair

enough? Have a nice day.” Would this be economicatfy -

rational for the employer to do? Would you expect any em-
ployer to do this? More to the point, how could anyone
design an economic system that would function efficiently
and without coercion in terms of employers who will almost
always honor this free gift approach to setting wages?
Where would we locate such employers to hire? How much
would we have to pay them? How would we police such
a system to make sure that they are all honoring the free
information system?

Here is the main question: How can we scientifically
distinguish “exploitation” from a mere refusal to give away
information that is economically detrimental to the income
of the one who is giving it? (Also, how could we distin-
guish the gift of information from possible stupidity on
the part of the company’s management?)

Furthermore, how can we distinguish (1) a worker who
goes shopping for a better job from (2) a capitalist who
goes shopping for less expensive workers? If the worker
finds the job, and refuses to run to all his fellow workers
to tell them about the job down at XYZ Widgets that paye
25 per cent more, how can we distinguish him from an
exploiter of labor? After all, he has information that would
help his buddies. He wants to take advantage of the infor-
mation to increase his income. But that is precisely what
his present employer is doing to him: taking advantage
of batter information. If there is only one job available
at ten shekels per hour, and if he takes advantage of it,
has he become a selfish exploiter of his fellow man? If

he forfeits the new opportunity, despite his investment of ~

time and effort in searching for a better deal for himself,
has he acted rationally? Is rational action — taking advan-
tage of the opportunity a man searches for — inevitably im-
moral, self ish, and exploitative?



Employer-Entrspreneur vs. Worker-Entrepreneur

How can we distinguish the motivation of the worker
from the motivation of the employer? What is different
about an employer-entrepreneur, who takes advantage of
his access to information by refusing to give that informa-
tion away, from a worker-entrepreneur, who takes advan-
tage of his access to information by refusing to give that
information away? The employer-entrepreneur spent years
in establishing his business, and his profits stem from us-
ing accurate information wisely — to the advantage of his
business. He has invested In Information-gathering, and
it has finally paid off. He is beating his competition, since
his competitor, XYZ Widgets, does not know that there are
workers available — or at least one worker available — who
will work for slightly over eight shekels per hour. He is prof-
iting at the expense of the competition: the other Widget
company. He is also profiting from his workers’ lack of knowl-
edge. But if one worker finds out, then he is profiting at
the expense of (1) other workers (his competition) and (2)
his present employer, who now will have to pay him more,
or do without his services. What is the difference?

People who proclaim that capitalism exploits workers
are really proclaiming something very, very different: capi-
talism allows people to take advantage of better infor-
matlon, at least until the competition finds out and starts
taking advantage of it themselves. What the opponents of
capitalism are really proclaiming is that men have a moral
and legal obligation to give sway the world’s most valu-
able scarce economic resource: accurate, profitable knowl-
edge. The critics expect men to give away a resource as
if it were a free good, when we all know it is anything but
afree good. It takes an investment in an uncertain fu-
ture to gain ownership of this asset. Yet the critics want
us to believe that it is exploitative to use it once we have
discovered it. The critics went to kill the private mar-
kets for Information.

Hidden Treasure

Some of the finest economic wisdom in history can be
found in Jesus’ parables. He aimed His parables at the
average listener. He knew that they were not trained theo-
logians. They would not respond to detailed theological
analysis. So he went to them with parables, and several
were “pocketbook parables.” (Others were agricultural par-
ables: seeds, growth, sowing, reaping.) His parable of the
buried treasure was based on His understanding of the
market’s process of searching for Information and us-
ing T to one% advantage: "Agaln, the kingdom Of heaven
is like unto treasure hid in a field; the which when a man
bath found, he hideth, and for joy thereof goeth and selleth
all that he bath, and buyeth that field” (Matthew 13:44).

Consider what the man in the parable was doing. He
stumbles across an important piece of information. There
is a valuable treasure hidden in a field. He is not sure just
who it was who hid it, but it is there. He presumes that the
person who hid it was not the present owner of the field.
He is not certain of this at first, but he is willing to take a
major step. He hides the treasure again, and goes out and
sells everything that he owns. | suppose he did some pre-
liminary investigating, just to see if the present owner will
sell it. But the present owner may change his mind. Or
he may have known about the treasure all the time, and
he is luring the speculator into a disastrous decision. The
discoverer cannot be certain. But he takes a chance. He
sells everything, and goes to the owner with his money.
He buys the field.

Now he owns the treasure. He took advantage of spe-
cial information: his knowledge of the existence of a treas-
ure in a particular filed. He took a risk when he sold every-
thing that he owned to come up with the purchase price.
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Then he went back to the owner, thereby alerting the
owner to a possible opportunity — the possibility that some-
thing valuable is connected to the field. Maybe it would
be unwise to sell it after all. But finally he decides to sell.
The entrepreneur —the man with the information and some
venture capital — has closed the deal. He has attained his
goal.

The Socialist View

The modern socialist would be outraged at this par-
able. The entrepreneur, who was striving to better his posi-
tion, was clearly immoral. First, the land he was on should
have been owned by the people, through the State. Sec-
ond, he had no business being on the land, without proper
papers having been filed with the State in advance. Third,
he should never have hidden the treasure again. It was
the State’s. Fourth, if it was not the property of the State,
then ha should have notified the private owner of the prop-
erty. Fifth, failing this, he was immoral to make the offer
to buy the property. He as stealing from the poor man who
owned the property. Sixth, should he attempt to sell the
treasure, the State ought to tax him at a minimum rate of
80 per cent. Seventh;, if he refuses to sell, the State shouid -
impose a property tax, or a direct capital tax, to force him
to sell.

What the socialist-redistributionist objects to is the lack
of mankind’s omniscience. The economy should operate
as smoothly, as efficiently, and as profit-free as an econ-
omy in which all participants had equally good knowl-
edge - perfect knowledge-as ail other participants. Knowl-
edge, in a “decent” social order, is a universally available
free good, equally available to all, and equally acted upon
by all. It is only the existence of private property, and per-
sonal greed, and a willingness to exploit the poor, that has
created our world of scarcity, profits, and losses. Knowl-
edge about the future should be regarded as a free good.
Profits are therefore evil, not to mention unnecessary, in
a sound economy. This has been the argument — the real,
underlying, implicit argument — of all those who equate prof-
its and exploitation.

What is the biblical answer? Men are not God; they
are not omniscient. This fact of economic life angers the
socialists, and they strike out in wrath against the market
order which seeks to encourage men to search for better
information so that they can profit from its application in
economic affairs. The socialists prefer to stop the search
for information concerning the uncertain future, rather than

—allow private—citizens—te-profit-personallyfrom-theuse-of

knowledge in society.

The Transfer of Knowledge
Accurate knowledge of the future is a valuable asset.

How can society profit from the discovery and application

of this knowledge? Not everyone wants to take the time

and trouble to search out the future. No one can take the

time and trouble to search out all the possible bits of infor-
mation concerning an uncertain future that might be useful
to him or his family. So we allow others to do the work,

bear the risk of action, and sell us the results at a price
we are willing and able to pay. We consumers become the
users, and therefore the beneficiaries, of the entrepreneur’s
willingness and ability to peer into the future, take steps

to meet the demand of the uncertain future, and deliver

the finished product — consumer good, consumer service,

or spiritual insight — at a price we are willing to pay. Why
should we care what price he paid, or what risks he bore,

when we pay the price? Sure, if we knew what he paid,

we might guess that he is willing to take less than what
he is asking, but why should we care from a moral stand-

point what he paid versus what he is asking us to pay?
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Besides, the existence of his profit on any transaction
encourages other entrepreneurs to search out similar op-
portunities to present to us in the future. Let us consider
our old friend, the entrepreneur-worker. He accepts the job
with XYZ Widgets. The other workers throw a farewell party
for him. The conversation inevitably gets around to the rea-
son why he is leaving. “Hey, Charlie, why are you leaving
ABC Widgets? Haven't we had great times together? What
are you trying to do, get on their bowling team or some-
thing?” And Charlie may be willing to say, now that he
knows he has his job, and there are others just like it avail-
able. Now he can look like a smart cookie in front of his
friends. “I'm leaving because I'm going to make 25 per
cent more each week, that’s why. Why should | stay here
at ABC Widgets and work for less than I'm worth?” That
bit of information will make itself felt in the labor market
of ABC Widgets very, very fast. The management of ABC
Widgets will have to do some explaining, and perhaps
make some wage adjustments for the workers, as the ef-
fects of the new knowledge are felt. The spread of infor-
mation is rapid because the pay-off for those who have it
is immediate, and personally beneficial for those who act
in terms of it.

A Chance to Profit from
the Use of Better Knowledge

If knowledge is a scarce economic resource, and if it
is a good thing for members of society to act in terms of
accurate information, then it is certainly a wise policy to
allow citizens to profit from the use of better knowledge.
That way, there is an economic incentive for others to en-
ter the “knowledge market” and take advantage of what-
ever knowledge is available. The spread of accurate knowl-
edge is increased because of the profit potential offered
to acting individuals. If better knowledge is a valuable as-
set, then its sale in the market should be encouraged.

Inaccurate knowledge should be dropped rapidly. How
do we best stop the transfer of inaccurate knowledge?
Make It expensive to act In terms of inaccurate knowl-
edge. This is why we need opportunities to make losses
as well as profita. Make the use of inaccurate knowledge
expensive to those who use it, and you will discourage its
transfer through the whole society. This is perhaps more
important than encouraging the production or discovery of
new, accurate knowledge. There are always more good
ideas available than capital to finance them. But the con-
tinued use of bad ideas — loss-producing ideas — inhibits
the build-up of capital. It is always, very risky to launch a
new project, since there are so many variables. But drop-
ping a bad idea is an immediate benefit to society, for it
increases the capital base — the information base — by re-
moving a major source of capital consumption. The exis-
tence of losses testifies to the existence of inappropriate
plans in an economy. Without negative feedback — the
loss portion of the profit-and-loss sheet - society has no
effective way to eliminate bad ideas. If men see the dan-
ger of establishing censorship boards to reduce the spread
of knowledge, they had better cling to the free market's
mechanism of eliminating resource-absorbing, erroneous in-
formation.

Conclusion

The word “exploitation” should be understood by those
people who are likely to be the victims of true exploitation.
“Exploitation” in a market order means the personally bene-
ficial use of accurate economic information. Socialist pro-
grams to reduce “exploitation” are, in the final analysis,

programs to make it unprofitable for forecasters to launch ™™

risky ventures based on their predictions concerning the
uncertain future. These socialist programs are also based
on afalse view of knowledge: that it is a free good that is
available to all, if only private ownership were abolished.
By abolishing “exploitation” — the profitable use of knowl-
edge — the socialists will inevitably reduce the flow of ac-
curate knowledge of economic conditions. The public will
have more inaccurate knowledge in its capital structure,
and therefore more losses, with fewer profits to compen-
sate for the losses. Men will not be the beneficiaries of
uncertainty-bearing forecasters (entrepreneurs). The State
becomes the active suppressor of the spread of accurate
knowledge. If this is not exploitation, what is?

What we need is a means of reducing “exploitation,”
i.e. reducing the prof itability of suppressing accurate
information. The exploitation of another man’s ignorance
cannot long continue is a society in which there is freedom
of expression, if this freedom is accompanied by the free-
dom to act on the information provided by the freedom of
expression. It means that each man’s “exploitation” of the
resource of knowledge is always threatened by his com-
petitor’s “exploitation” of that same knowledge, as well as
the “exploited” person’s use of the knowledge. Knowledge
is like any other scarce asset: it is not a free good. Those
who want it must pay for it.

The socialist brings a moral critique of profits: “ Capital-
ists would try to reduce exploitation by making opportuni-
ties for exploitation available to all. They tell us that the

spread of the legal right of exploiting others leads to a re-~

duction of exploitation. Who can believe such nonsense?
Exploitation should be made illegal. The best way to stop
exploitation is to make it costly to be an exploiter.” But this
assumes always that knowledge is a free good. It isn’t; it
is a scarce good. So, the best way to produce better knowl-
edge —that is, the best way to reduce the zones of igno-
rance in a society by increasing the flow of accurate
knowledge — is to affirm that everyone who wants to be
in the “discovery business” possesses the legal right to
get involved. The best way to obtain better knowledge is
to make it profitable for people to increase the production
of new knowledge. By giving all men the legal right to sell
all that they have and buy the fields of the world — if the
sellers have the right to turn down the offer (i.e., have the
right to keep “buying” their fields, day by day) — the hid-
den treasures of life will see the light of day. There is no
treasure more precious than knowledge of the truth. This
is why the kingdom of heaven is like a field in which a
treasure is hidden. Give all men an incentive to search
out the treasures of life. If we want access to more treas-
ures in this life, we had better encourage men to go out
and look for them. The best way to do this is to allow them
to sell or rent their discoveries to others who can use them
profitably.
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