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10. Promoters, Managers, Technicians, and Bureaucrats

The entrepreneur hires the technicians, ie., people who have the
ability and the skill to perform definite kinds and quantities of work.
The class of technicians includes the great inventors, the champions
in the field of applied science, the constructors and designers as well
as the performers of the most simple tasks. The entrepreneur joins
their ranks as far as he himself takes part in the technical execution of
his entrepreneurial plans. The technician contributes his own toil
and trouble; but it is the entrepreneur qua entrepreneur who directs
his labor toward definite goals. And the entreprencur himsclf acts as a
mandatary, as it were, of the consumers.

The entrepreneurs are not omnipresent. They cannot themselves
attend to the manifold tasks which are incumbent upon them. Adjust-
ment of production to the best possible supplying of the consumers
with the goods they arc asking for most urgently does not merely
cousist in determining the general plan for the utilization of resources.
There is, of course, no doubt that this is the main function of the
promoter and speculator. But besides the great adjustments, many
small adjustments are necessary too. Each of them may seem trifling
and of little bearing upon the total result. But the cumulative effect
of shortcomings in many of these minor matters can be such as to
frustrate cntirely the success of a correct solution of the great prob-
lems. At any rate, it is certain that every failure to handle the smaller
problems results in a squandering of scarce factors of production and
consequently in impairing the best possible satisfaction of the con-
sumers.

It is important to conceive in what respects the problem we have
in mind differs from the technological tasks of the technicians. The
execution of every project upon which the entrepreneur has em-
barked in making his decision with regard to the gencral plan of
action requires a multiplicity of minute decisions. Each of these de-
cisions must be effected in such a way as to prefer that solution of
the problem which—without interfering with the designs of the
general plan for the whole project—is the most economical one. It
must avoid superfluous costs in the same way as does the general plan.
The technician from his purcly technological point of view either
may not sec any difference in the alternatives offered by various
methods for the solution of such a detail or may give prefercnae to
one of these methods on account of its greater output in phvs1cal
quantmes But the entrepreneur is actuated by the profit motive. This
enjoins upon him the urge to prefer the most economical solution, i.e.,
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that solution which avoids employing factors of production whose
employment would impair the satisfaction of the more intensely felt
wants of the consumers. He will prefer among the various methods
with regard to which the technicians are neutral, the one the applica-
tion of which requires the smallest cost. He may rcject the techni-
cians’ suggestion to choose a more costly method securing a greater
physical output if his calculation shows that the increase in output
would not outweigh the increase in cost required. Not only in the
great decisions and plans but no less in the daily decisions of small
problems as they turn up in the current conduct of affairs, the entre-
preneur must perform his task of adjusting production to the demand
of the consumers as reflected in the prices of the market.

Economic calculation as practiced in the market economy, and
especially the system of double-entry bookkeeping, make it possible
to relieve the entrepreneur of involvement in too much detail. He
can devote himself to his great tasks without being entangled in a
multitude of trifles beyond any mortal man’s range of sight. He can
appoint assistants to whose solicitude he entrusts the carc of subordi-
nate entrepreneurial duties. And these assistants in their turn can be
aided according to the same principle by assistants appointed for a
smaller sphere of duties. In this way a whole managerial hierarchy
can be built up.

A manager is a junior partner of the entrepreneur, as it were, no
matter what the contractual and financial terms of his employment
are. The only relevant thing is that his own financial interests force
him to attend to the best of his abilities to the entrepreneurial func-
tions which are assigned to him within a limited and precisely deter-
mined sphere of action.

It is the system of double-entry bookkeeping that makes the
functioning of the managerial system possible. Thanks to it the entre-
prencur is in a position to separate the calculation of cach part of his
total enterprise in such a way that he can determine the role it plays
within his whole enterprise. Thus he can look at each section as if it
were a separatc entity and can appraise it according to the share it
contributes to the success of the total enterprisc. Within this system
of business calculation each section of a firm represents an integral
entity, a hypothetical independent business, as it were. It is assumed
that this section “owns” a definite part of the whole capital employed
in the enterprise, that it buys from other sections and sells to them,
that it has its own expenses and its own revenues, that its dealings re-
sult either in a profit or in a loss which is imputed to its own conduct
of affairs as distinguished from the result of the other sections. Thus
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the entrepreneur can assign to each section’s management a great deal
of independence. The only directive he gives to a man whom he en-
trusts with the management of a circumscribed job is to make as
much profit as possible. An examination of the accounts shows how
successful or unsuccessful the managers were in exccuting this direc-
tive. Every managcr and submanager is responsible for the working
of his section or subsection. It is to his credit if the accounts show
a profit, and it is to his disadvantage if they show a loss. His own in-
terests impel him toward the utmost care and exertion in the con-
duct of his section’s affairs. If he incurs losses, he will be replaced by
a man whom the entrepreneur expects to be more successful, or the
whole section will be discontinued. At any rate, the manager will
lose his job. If he succeeds in makmg proﬁte his income will be in-
creased, or at least he will not be in danger of losing it. Whether or
not a manager is entitled to a sharc in the profit imputed to his section
is not important with regard to the personal interest he takes in the
results of his section’s dealings. His welfare is at any rate closely con-
nected with that of his section. His task is not like that of the techni-
cian, to perform a definite piece of work according to a definite pre-
cept. It is to adjust—within the limited scope left to his discretion—
the operation of his section to the state of the market. Of course, just
as an entrepreneur may combine in his person entrepreneurial func-
tions and those of a technician, such a union of various functions can
also occur with a manager.

The managerial function is always subservient to the entrepre-
neurial function. It can relieve the entrepreneur of a part of his minor
duties; it can never evolve into a substitute for entrepreneurship.
The fallacy to the contrary is due to the error confusing the category
of entrepreneurship as it is defined in the imaginary construction of
functional distribution with conditions in a living and operating mar-
ket economy. The function of the entreprencur cannot be scparated
from the direction of the employment of factors of production for
the accomplishment of definite tasks. The entrepreneur controls the
factors of production; it is this control that brings him either entre-
preneurial profit or loss.

It is possible to reward the manager by paying for his services in
proportion to the contribution of his section to the profit earned by
the entreprencur. But this is of no avail. As has been pointed out, the
manager is under any circumstances intercsted in the success of that
part of the business which is entrusted to his care. But the manager
cannot be made answerable for the losses incurred. These losses are
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suffered by the owners of the capital employed. They cannot be
shifted to the manager.

Socicty can freely leave the care for the best possible employment
of capital goods to their owners. In embarking upon definite projects
these owners expose their own property, wezlth, and social position.
‘They are even more interested in the success of their entrepreneurial
activities than is society as a whole. For society as a whole the squan-
dering of capital invested in a definite project means only the loss of
a small part of its total funds; for the owner it means much more, for
the most part the loss of his total fortune. But if a manager is given
a completely free hand, things arc different. He speculates in risking
other people’s money. He sees the prospects of an uncertain enter-
prise from another angle than that of the man who is answerable for
the losses. It is precisely when he is rewarded by a share of the profits
that he becomes foolhardy because he does not share in the losses too.

The illusion that management is the totality of entrepreneurial
activities and that management is a perfect substitute for entrcpre-
neurship is the outgrowth of a misinterpretation of the conditions of
the corporations, the typical form of present-day business. It is as-
serted that the corporation is operated by the salaried managers, while
the shareholders are merely passive spectators. All the powers are
concentrated in the hands of hired employees. The shareholders are
idle and useless; they harvest what the managers have sown.

This doctrine disregards entirely the role that the capital and
money market, the stock and bond exchange, which a pertinent
idiom simply calls the “market,” plays in the direction of corporate
business. The dealings of this market are branded by popular anti-
capitalistic bias as a hazardous game, as mere gambling. In fact, the
changes in the prices of common and preferred stock and of corporate
bonds are the means applied by the capitalists for the supreme control
of the flow of capital. The price structure as determined by the
speculations on the capital and money markets and on the big com-
modity exchanges not only decides how much capital is available for
the conduct of cach corporation’s business; it creates a state of affairs
to which the managers must adjust their operations in detail.

The general direction of 2 corporation’s conduct of business is
exercised by the stockholders and their elected mandataries, the
directors. The directors appoint and discharge the managers. In
smaller companies and sometimes even in bigger ones the offices of the
directors and the managers are often combined in the same persons.
A successful corporation is ultimately never controlled by hired
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managers. The emergence of an omnipotent managerial class is not
a phenomenon of the unhampered market economy. It was, on the
contrary, an outgrowth of the interventionist policies consciously
aiming at an elimination of the influence of the shareholders and at
their virtual expropriation. In Germany, Italy, and Austria it was a
preliminary step on the way toward the substitution of government
control of business for free enterprise, as has been the case in Great
Britain with regard to the Bank of England and the railroads. Similar
tendencics are prevalent in the American public utilities. The marvel-
ous achievements of corporate business were not a result of the activi-
tics of a salaried managerial oligarchy; they were accomplished by
people who were connected with the corporation by means of the
ownership of a considerable part or of the greater part of its stock and
whom part of the public scorned as promoters and profiteers.

The entrepreneur determincs alone, without any managerial inter-
ference, in what lines of business to employ capital and how much
capital to employ. He determines the expansion and contraction of
the size of the total business and its main sections. He determines the
enterprise’s financial structure. These are the essential decisions which
are instrumental in the conduct of business. They always fall upon
the entrepreneur, in corporations as well as in other types of a firm’s
legal structure. Any assistance given to the entrepreneur in this re-
gard is of ancillary character only; he takes information about the
past state of affairs from experts in the fields of law, statistics, and
technology; but the final decision implying a judgment about the
future state of the market rests with him alone. The exccution of the
details of his projects may then be entrusted to managers.

The social functions of the managerial elite are no less indispensable
for the operation of the market economy than are the functions of the
elite of inventors, technologists, engineers, designers, scientists, and
experimenters. In the ranks of the managers many of the most cminent
men serve the cause of economic progress. Successful managers are
remunerated by high salaries and often by a share in the enterprise’s
gross profits. Many of them in the course of their careers become
themselves capitalists and entreprencurs. Nonetheless, the managerial
function is different from the entrepreneurial function.

It is a serious mistake to identify entrepreneurship with manage-
ment as in the popular antithesis of “management” and “labor.” This
confusion is, of course, intentional. It is designed to obscure the fact
that the functions of entrepreneurship are entirely different from
those of the managers attending to the minor details of the conduct
of business. The structure of business, the allocation of capital to the
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various branches of production and firms, the size and the line of
operation of each plant and shop are considered as given facts and it
is implicd that no further changes will be cffected with regard to
them. The only task is to go on in the old routine. In such a stationary
world, of course, there is no need for innovators and promoters; the
total amount of profits is counterbalanced by the total amount of
losses. To explode the fallacies of this doctrine it is enough to compare
the structure of American business in 1945 with that of 1913.

But even in a stationary world it would be nonsensical to give
“labor,” as a popular slogan demands, a share in management. The
realization of such a postulate would result in syndicalism.*

There is furthermore a readiness to confuse the manager with a
bureaucrat.

Bureaucratic management, as distinguished from profit manage-
ment, is the method applied in the conduct of administrative affairs,
the result of which has no cash value on the market. The successful
performance of the duties entrusted to the care of a police depart-
ment is of the greatest importance for the preservation of social co-
operation and benefits each member of society. But it has no price on
the market, it cannot be bought or sold; it can therefore not be con-
fronted with the expenses incurred in the endeavors to secure it. It
results in gains, but these gains are not reflected in profits liable to
expression in terms of money. The methods of economic calculation,
and especially those of double-entry bookkeeping, are not applicable
to them. Success or failure of a police department’s activities cannot
be ascertained according to the arithmetical procedures of profit-
seeking business. No accountant can establish whether or not a police
department or one of its subdivisions has succeeded.

The amount of money to be expended in every branch of profit-
sceking business is determined by the behavior of the consumers. If
the automobile industry were to treble the capital employed, it
would certainly improve the services it renders to the public. There
would be more cars available. But this expansion of the industry would
withhold capital from other branches of production in which it
could fill more urgent wants of the consumers. This fact would render
the expansion of the automobile industry unprofitable and increase
profits in other branches of business. In their endeavors to strive after
the highest profit obtainable, entrepreneurs are forced to allocate to
each branch of business only as much capital as can be employed in it
without impairing the satisfaction of more urgent wants of the con-
sumers. Thus the entrepreneurial activitics are automatically, as it

22, Cf. below, pp. 808-816.
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were, directed by the consumers’ wishes as they are reflected in the
price structure of consumers’ goods.

No such limitation is enjoined upon the allocation of funds for the
performance of the tasks incumbent upon government activities.
There is no doubt that the services rendered by the police depart-
ment of the City of New York could be considerably improved by
trebling the budgetary allocation. But the question is whether or not
this improvement would be considerable enough to justify either the
restriction of the services rendered by other departments—e.g., those
of the department of sanitation—or the restriction of the private con-
sumption of the taxpayers. This question cannot be answered by the
accounts of the police department. These accounts provide informa-
tion only about the expenses incurred. They cannot provide any in-
formation about the results obtained, as these results cannot be ex-
pressed in money equivalents. The citizens must directly determine
the amount of services they want to get and are ready to pay for. They
discharge this task by electing councilmen and officeholders who are
prepared to comply with their intentions.

Thus the mayor and the chiefs of the city’s various departments are
restricted by the budget. They are not free to act upon what they
themselves consider the most beneficial solution of the various prob-
lems the citizenry has to face. They are bound to spend the funds
allocated for the purposes the budget has assigned them. They must
not use them for other tasks. Auditing in the field of public adminis-
tration is entirely different from that in the ficld of profit-seeking
business. Its goal is to establish whether or not the funds allocated
have been expended in strict compliance with the provisions of the
budget.

In profit-seeking business the discretion of the managers and sub-
managers is restricted by considerations of profit and loss. The profit
motive is the only directive needed to make them subservient to the
wishes of the consumers. There is no need to restrict their discretion
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with details would at best be superﬂuous, if not pernicious in tvmg
their hands. If they are inefficient, it would not render their activities
more successful. It would only provide them with a lame cxcuse that
the failure was caused by inappropriate rules. The only instruction
required is self-understood and does not need to be especially men-
tioned: Seck profit.

Things arc different in public administration, in the conduct of
government affairs. In this field the discretion of the officeholders
and their subaltern aids is not restricted by considerations of profit
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and loss. If their supreme boss—no matter whether he is the sovereign
people or a sovereign despot—were to leave them a frec hand, he
would renounce his own supremacy in their favor. These officers
would become irresponsible agents, and their power would supersede
that of the people or the despot. They would do what pleased them,
not what their bosses wanted them to do. To prevent this-outcome and
to make them subservient to the will of their bosses it is necessary
to give them detailed instructions regulating their conduct of affairs
in every respect. Then it becomes their duty to handle all affairs in
strict compliance with these rules and regulations. Their freedom to
adjust their acts to what seems to them the most appropriate solution
of a concrete problem is limited by these norms. They are bureaucrats,
L.e., men who in every instance must observe 2 set of inflexible regula-
tions.

Bureaucratic conduct of affairs is conduct bound to comply with
detailed rules and regulations fixed by the authority of a superior
body. It is the only alternative to profit management. Profit manage-
ment is inapplicable in the pursuit of affairs which have no cash value
on the market and in the non-profit conduct of affairs which could
also be operated on a profit basis. The former is the case of the ad-
ministration of the social apparatus of coercion and compulsion; the
latter is the case in the conduct of an institution on a non-profit basis,
€.g., a school, a hospital, or a postal system. Whenever the operation
of a system is not directed by the profit motive, it must be directed
by bureaucratic rules.

Bureaucratic conduct of affairs is, as such, not an evil. It is the only
appropriate method of handling governmental affairs, i.e., the social
apparatus of compulsion and coercion. As government is necessary,
bureaucratism is—in this field—no less necessary. Where economic
calculation is unfeasible, bureaucratic methods are indispensable. A
socialist government must apply them to all affairs.

No business, whatever its size or specific task, can ever become
bureaucratic so long as it is entirely and solely operated on a profit
basis. But as soon as it abandons profit-seeking and substitutes for it
what is called the service principle—i.c., the rendering of services
without regard as to whether or not the prices to be obtained for them
cover the expenses—it must adopt bureaucratic methods for those of
entrepreneurial management.?®

23. For a detailed treatment of the problems involved, cf. Mises, Bureaucracy
(New Haven, 1944).



