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ABSTRACT

Cantillon, around 1733, wrote of "merchants or under-
takers," who "buy" and "pay a certain price" in order to |
"resell" "at an uncertain price." Since his text, for many
years, was known only in French, where the reference is to
"entrepreneurs," Cantillon is, with justification, credited
with introducing into economics the word "entrepreneur."

What are sometimes called the profits of an under-
taking are by Adam Smith called the "profits of stock," also
referred to as the "profits of capital" and as "capital
profit." Historically, this is the first of three quite
different, but interrelated, concepts that have been called
"profit." "Capital profit," less interest paid or imputed
on capital made use of, gives "entrepreneurial profit," so
defined by Hermann in 1832. Lastly, there are "difference
profits," or "entrepreneurial difference profits," repre-
senting the difference between what was received and what
was expected. Such difference profits are an important
operative concept, in that receipts better or worse than ex-
pected are the basic motivation for a decision to try to do

more, or less. But any quantification of a "difference

profit" must rest upon a quantification of the entrepre-
neurial profit that had been expected. An additional reason

why "entrepreneurial profit expected" might be called the

>yiii
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basic concept is that it represents the "supply price" of
entrepreneurial activity, the price for "running the risk"
and "taking the trouble," as it was worded by Smith.

The question of what should be included in profit,
be it "capital profit," "entrepreneurial profit," or "entre-
preneurial difference profit," is best answered by following
Mangoldt's lead, that anything an entrepreneur can hire done
should be considered expense, even when the entrepreneur does
it himself. The maximum movement in this direction 1is when
the stockholders of a corporation, by a two-step delegation,
engage the members of the management staff to do the whole
of the "taking the trouble" involved in the day-to-day oper-
ation of the corporation.

In that the essence of entrepreneurial activity is
buying in order to resell, the complexities that come into
the concept of the amount of the entrepreneurial profit ex-
pected, and later even into the concept of the amount of the
entrepreneurial profit received, grow with each increase in
complexity in what is bought, and in what is sold. An
entrepreneur-merchant sells what he buys, with certain utili-
ties of time and place added. An entrepreneur-producer sells
what he has produced with the factors of production he has
bogght. The entrepreneur-owner of an operating unit of
fixed plant and equipment sells yearly the services of that
plantvover the coming year, but what he gets as entrepre-

neurial profit received, in that year, must include an



adjustment for change in the value of the plant during the
year, as a result of any changes in future expectations.

The one advantage had by an entrepreneur-owner of shares of
a corporation is that he can sell out what he holds, more or
less at will, in an established market.

All of the above is offered not as original analysié,
but as a "Story," of the development of the concept of entre-
preneurial profit, which can be drawn, almost completely
from the writings of something like twenty men, writing over
a little more than two hundred years. The writers given a
fair amount of attention, in addition to Cantillon, Smith,
Hermann, and Mangoldt, already mentioned, include Say,
Malthus, Ricardo, Mill, Walker, Hawley, Marshall, J. B.
Clark, N. Johannsen, Schumpeter, Knight, Wicksell, Hawtrey,

Keynes, Myrdal, Ben Lewis, and Shackle.
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CHAPTER 1
INTRODUCTION

It would seem not unreasonable to observe that, in
our particular type of economy, practically the whole of
money income originating outside of the government sector
derives directly from entrepreneurial decision and entrepre-
neurial action.l These entrepreneurial decisions, in turn,

are directly dependent upon expectations of entrepreneurial

profits. In turn, these expectations of entrepreneurial

profits are very closely related to actual, just-being-

received entrepreneurial profits.

Such a factual situation easily explains why so much
has been written on the subject of profit, viewed both ex-
ante and ex-post, but would not, of itself, justify yet an-
other paper on the subject. The reason for this paper is
that it constitutes an attempt to deal with the subject of
entrepreneurial profit in a manner somewhat different from
anything done before.

The approach derives from Marshal's proposition that,

"if the subject matter of a science passes through different

1. A precise definition for the term, "entrepre-
neurial action," is offered in Chapter 4 of this Part. The
proposition that, at the present time, the entrepreneur is
in the process of being replaced (or has already been re-
placed) will receive in this paper detailed consideration.

2



stages of development, . . . the laws of the science must
have-a development corresponding to that of the things of
which they treat" (1920, p. 764). What will be attempted
here will be to show that a surprising amount of order can
be brought out of what has been written on the subject of
profit, by a score or more of writers, writing over a period
of over two hundred years, when what they have written is
critically related, on the one hand, to Cantillon's original
concept of an "entrepreneur" and, on the other hand, to the
particular stage in the development of the entrepreneurial
function that was in the mind of the writer at the moment

he was doing his writing.



CHAPTER 2
PLAN OF THE PAPER

This paper will seek to justify a definition of

entrepreneurial profit reading something as follows.

An entrepreneurial profit is a compensation the
expectation of which brings out a certain risk-
taking function, in an organization of production
based on money-goods-money thinking. In an organi-
zation of production where the major decisions as
regards the allocation of resources to production
are decisions taken for private account and risk,
this particular risk-taking function is basic to
the operation of the entire system.

Part I contains introductory matter. In addition to
an "Introduction" and this "Plan of the Paper," it includes,
as Chapter 3, a presentation and discussion of Cantillon's
concept of the entrepreneur and of the entrepreneurial
function. Chapter 4, by offering a proposed meaning for the
phrase, "entrepreneurial action," constitutes an attempt to
particularize what is included in the concept of the entre-
preneurial function. Chapters 5 and 6 serve to bring to
attention the two principal vectors of change that will be
considered in the body of the paper.

The purpose of this paper is to give critical con-
sideration to a large amount of writing. The twenty-two
chapters in Part II present generous quotations from this

writing, -together with comment. A light going over of

y



5
Part II will acquaint the reader with what will be available
for more serious consideration in conjunction with the
reading of Part III.

While Part II presents the material from the stand-
point of what has been contributed by the separate writers,
Part III attempts to show how what has been contributed by
these several writers can be brought together in a coherent
Story that includes a remarkable amount of detail. The
separate chapters of Part III call attention to the separate
ideas that go into the make-up of this complete Story.

We are all familiar with the concept of there being
an operative significance in the equality of planned invest-
ment and planned saving. To the writer, a consideration of
the assumptions behind this concept seemed mandatory. The
results of efforts in this direction are presented, for those

interested, in Appendix A.



CHAPTER 3

CANTILLON'S CONCEPT

The term entrepreneur was introduced into economics -

by Cantillon, writing about 1733. 1In his Egggy,l he speaks
of various kinds of persons who could be called entrepre-
neurs, but the key passage in which he characterizes an
entrepreneur is the one which reads in French as follows.

Cela fait que plusieurs personnes dans la Ville
s! erlgent en Marchands ou Entrepreneurs, pour acheter
les denrédes de la Campagne de ceux qui les apportent,
ou pour les faire apporter pour leur compte: llS en
donnent un prix certain suivant celui du lieu ou ils
les achetent, pour les revendre en gros ou en détail
a un prix incertain (Cantillon 1931, p. 50).

This has been rendered into English, by Higgs, as follows.

For this reason many people set up in a City as
Merchants or Undertakers, to buy the country produce
from those who bring it or to order it to be brought
on their account. They pay a certain price fol-
lowing that of the place where they purchase it, to
?esell wholesale or retail at an uncertain price

p. 51).

The essence of this passage, as a statement of what an entre-
preneur does, can be expressed very concisely, to wit: "An

entrepreneur buys at a certain price in order to sell at an

1. The earliest available printing of Cantillon's
Essay on the Nature of Trade is the French text carrying the
title, Essal sur la Nature du Commerce en Gen€rale, and de-
scribed on its title page as a translation from English,
published in London in 1755. On the evidence, Higgs reaches
the conclusion that the Essay was written originally in
English between 1730 and 173% (Cantillon 1931, p. v, 383).

6
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uncertain price." This description of a person, in terms of
what that person does, would seem to provide for the term

entrepreneur, and for the concept the entrepreneurial

function, a body of meaning with sufficient detail, and ex-
pressed with sufficient clarity, to justify a restriction of
the use of the word, "entrepreneur," and of the phrase, "the
entrepreneurial function," to the meanings here given them
by Cantillon.

It is suggested that the body of meaning to be found
in this passage from Cantillon includes:

(1) "an entrepreneur buys at a certain price"

When an entrepreneur is an entrepreneur-merchant,
he buys goods with the intention of selling them
later without any great change in their nature.
An entrepreneur-merchant may also buy services;
but these will be such services as warehouse
services, transportation services, and the ser-
vices needed in the breaking down of a large
quantity into convenient smaller quantities.
Such services are not used to change the essen-
tial nature of the goods. They are used by the
entrepreneur-merchant to bring added utilities
to the goods (in terms of time, place and con;
venient quantity); because he has decided that,
possessed of these added utilities, his goods

can be expected to bring a better price, even



(2)

(3)

(%)

after charging against the sale price the costs
of the bought services. (Later, when an entre-
preneur-merchant becomes an entrepreneur-pro-
ducer, his operation will be to buy raw materials
and services that he will use to bring into ex-
istence goods in a new form, which he expects to
be able to sell at a price that will cover his
expenditure and give him a "profit.")

"an entrepreneur buys"

An entrepreneur buys for money. That is to say,
he pays out money and gets goods. The result is
an exchange of money for goods (or services).

"an entrepreneur buys in order to sell"

An entrepreneur buys goods for money in order to
get into his possession goods which he intends
to sell for money. He changes his money into
goods with the intention of changing these goods

back into money. It would seem, therefore, not

unreasonable to say, of the entrepreneurial oper

ation, that an entrepreneur both thinks and acts

in terms of "money-goods-money."

"an entrepreneur buys at a certain price in order
to sell at an uncertain price"

A completed entrepreneurial operation requires
two entrepreneurial actions. An entrepreneurial

action involves, first, a decision, and then, the



implementing action needed to carry out the de-
cision. At this stage in the development of the
entrepreneurial operation, purchase of necessity

precedes sale. The motivation for the purchase

lies in the entrepreneur's expectation that he

will be able to sell what he has bought for
something more than he paid for it, a something

sufficiently more to make the whole operation

worth his while. Cantillon, writing circa 1733,
did not give consideration to the question of
how much this "more" would have to be. That

comes later.



CHAPTER Y4
ENTREPRENEURIAL ACTION

It will be argued in this paper that the entrepre-
neurial function, as it is described by Cantillon, involves
always two entrepreneurial actions, an action having as its
result the taking on of an entrepreneurial riskl (e.g.,
buying at a certain price in the anticipation of selling at
an uncertain price), and a subsequent action having as its
purpose and as its result the closing out of an entrepre-
neurial risk? (e.g., selling at price available). Each
entrepreneurial action involves the making of a decision,
accompanied by or followed by such implementation as is
needed to carry out that decision. In every case, such
entrepreneurial action carries with it an assumption by the
entrepreneur of financial responsibility for the action im-

plementing the decision.

1. The word "risk" is used here in its most
ordinary meaning of a "possibility of loss or injury." In
any apposing of "risk" and "uncertainty," the meaning in-
tended here is nearer to "uncertainty" than to "the degree
of probability of a loss." Most certainly, it is not any-
thing that could be called an "insurable risk."

2. The type of business of a contractor, who does

some of his buying after he has done his selling, is a vari-
ant within the general rule.

10
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In conformity with the familiar rule that decisions

can be delegated, but responsibility cannot, entrepreneurial

decision-making is something that can be delegated. It is
to be expected that any such delegation would be by a formal
document, which would spell out most carefully just what
decision-making was being delegated and would empower the
person or persons concerned to take such implementing action
as would be needed to carry out such decisions. When any
entrepreneurial decision making is so delegated, the persons
empowered to make these delegated decisions (which, when
carried into action, are for the account and responsibility
of the entrepreneur) can be said, when they make such de-
cisions, to be making "delegated entrepreneurial decisions."
However, and this is the operative consideration, these
"delegated entrepreneurial decisions," together with the
actions needed to carry them out, will without question con-

stitute "entrepreneurial action," for the operative reason

that the action is taken for the account and responsibility
of some entrepreneur.
With this specification of the content of meaning to

be included in the term entrepreneurial action, it becomes

evident that, in our present type of economy, practically
the whole of money income, other than monetary income
originating in the government sector, derives directly from

entrepreneurial action.




CHAPTER §
THE EXPANSION OF ENTREPRENEURIAL ACTIVITY

With the passage of time, entrepreneurial action,
originating in the activity of the entrepreneur-merchants,

expands into additional areas of operation.

5.1 Expansion into Putting-Out

The intermediate stage between the entrepreneur-
merchant and the entrepreneur-producer is the entrepreneur
who gets into "putting out." The entrepreneur-merchant was
originally concerned with buying produced goods, for sale to
consumers, or to merchants who would in turn sell them to
consumers. Later, entrepreneur-merchants began to concern
themselves also with the supplying of "raw materials" to
producers.

The next step came when the entrepreneur-merchants,
seeking to expand the area of their operations, began
actively to seek out producers to whom they could supply
Yraw materials" and from whom they could receive a product
they desired, and to where they were persuading such pro-
ducers to produce for them in accordance with their specifi-
cations, by contracting in advance to purchase their product.
This led to the next step, where the materials supplied by
the entrepreneur-merchant and worked on by the producer

12
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remained the property of the entrepreneur—merchant; with the
entrepreneur-merchant at times even supplying the necessary
money-capital for the purchase of the producer's tools. Such
an organization of production is generally spoken of as "the
putting-out system." In technical terms, "capitalistic pro-
duction" can be said to have come into existence when a
"capitalistic producer" (an entrepreneur-producer thinking
"money-goods-money"), having constructed or rented a
building, brings "his" workmen there to work on "his" ma-

terials, under his direction on his own premises.

5.2 The Move into Production

When entrepreneurs, thinking in terms of money-goods-
money, moved into production and thereby became entrepreneur-
producers, the organization of production known as "capital-
istic production" came into being. In "capitalistic pro-
duction" an entrepreneur-producer buys raw materials and
services, which are used to bring into existence produced
goods (and services), which are then sold. Thus "“capital-
istic production" involves both production and sale. Smith
makes mention of the work of an "undertaker" (1937, p. 326),
but he does not remark the fact that the "undertaker" will
be thinking in money terms. Smith speaks also of the pro-
duction of goods to be sold to other producérs, who buy in

order to use them in bringing into existence still other
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goods. The final action in any such "entrepreneurial chain"
is a sale of the final goods to consumers.

At this stage of the technical development of pro-
duction, it was perfectly satisfactory, for analytical pur-
poses, to think of production as a whole as consisting of an
intermingling system of entrepreneurial chains all leading
to and finishing with a sale of goods to consumers. Smith
speaks of machines which "facilitate and abridge" labor, but
not until much later is there any necessity for giving the
production of such machines any special consideration.

A technical organization of production which has not
got beyond this stage will be referred to in this paper as a
"technical production sufficiently simple for it to be pos-
sible to think of the whole of production as a roundabout

production finishing with the sale of goods to consumers."

5.3 The Creation of Embodied Fixed Capital

The need for a more complex model than that of a
roundabout production finishing with a sale of the produced
goods to consumers became apparent from finding B8hm-Bawerk's
capital theory, based on this model, inadequate for an analy-
sis of existing conditions. In general, however, there was
lack of awareness that the difficulty lay in the fact that
conditions were changing. Maréhall, as early as 1890, called
attention to the fact that certain particular embodiments of

capital prcduce a revenue in a form that needed to be
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remarked as something quite new, to wit, a series of "quasi-
rents"?! (1920, p. 412; see Chapter 17). Schumpeter's The

Theory of Economic Development (1934), published in German

in 1911, went very far in an analysis of the effect of the
bringing into existence of totally new forms of means of pro-
duction (see Chapter 20), but any perception of there being
entrepreneurial risk in the creating of these new machines

was totally lacking. Keynes' Treatise on Money (1930a,b),

published in 1930, used a model of production where all pro-
duction is thought of as finishing with the sale of goods to
consumers. This fact, undoubtedly, was one of the contrib-

uting causes of the rather general rejection of the analysis
there attempted.

The idea that was slow in coming was the idea that
the organization of production had come to a point where
meaningful analysis of the economy as a whole required
breaking out of the concept of the total of production a
concept of that portion of the total of production which
could be thought of as leading to and finishing with the
coming into existence of "particular embodiments of capital"
(Marshall 1920, p. 4%11), come into existence not through
being sold, but by coming into a position where they are

capable of being made the subject of a contract for rent.

1. At a much earlier time, Hermann (1832, p. 1863
see Chapter 11) called what is earned by a fixed capital,
simply "rent."
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In such a position, they are expected to yield a revenue
in the form of a series of rents or quasi-rents. Smith's
words, "fixed capital; of which the characteristic is that
it affords a rent or profit without circulating or changing
masters" (1937, p. 265), express essentially this same
meaning. It would therefore seem acceptable, as well as
useful, to refer to these "particular embodiments of capital"
as units of "embodied fixed capital."

Recognition of the fact that production had come to
be comprised of two intermingling sets of entrepreneurial
chains, one finishing with the sale of goods to consumers,
and the other finishing with a final product in the form of
operative units of embodied fixed capital, grew out of a
recognition of the fact that variations in the rate of flow
of production in this newly recognized portion of the total
of production had possibilities of a greater degree of
fluctuation than had been characteristic of production lead-
ing to the sale of goods to consumers. The rate of flow of
production in this newly recognized portion of the total of
production is, of course, the magnitude that has come to be
referred to as "the amount of long-term gross investment."

The reason why it was possible, for so long, for
this conceptual division to fail to take place was that,
within the two systems of entrepreneurial chains, entrepre-
neurial action is in no way different. Only in an aggregate

analysis of the total action of production as a whole did
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there arise the necessity for breaking out, conceptually,

this second system. The really new variant of the entrepre-

neurial function, arising from this new development, arises
not within this second system of entrepreneurial chains, but
with the entrepreneurial action involved in "buying," or in
"agreeing to buy," "at a certain price" the end product of

this second entrepreneurial production line, that is to say,

in the entrepreneurial action involved in contracting for,
acquiring, and holding individual operative units of em-

bodied fixed capital.

5.4 Acquiring and Holding Embodied Fixed Capital

The special nature of the entrepreneurial action in-
volved in acquiring and holding individual operative units
of embodied fixed capital was first remarked by Marshall.

He called attention to the fact that "That which is rightly
regarded as interest on 'free' or 'floating capital, is more

properly treated as a sort of rent--a Quasi-rent--on old

investments of capital" (1920, p. 412; see Chapter 17). It
is the fact of these "quasi-rents" being uncertain, both in
their continuance and in their amount, that makes the entre-

preneurial action involved in contracting for and acquiring

and holding such embodied fixed capital, action taken be-

cause it is expected to earn something more than capital

interest. This something more is, of course, entrepreneurial

profit.
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The first attempt to consider explicitly the entre-
preneurial risks, and possibilities for profit and loss,
involved in this type of operation was that of Myrdal (see

‘Chapter 25), but he did little more than call attention to

the problem.

5.5 Acquiring and Holding Corporation Stock

The last significant area into which entrepreneurial
action has moved is that area opened up by the coming into
existence, and significance, of the modern corporation, with
its shareholders, its juridical existence as a person, and
its management staff, who, under authority from and for the
account of the corporation, make all necessary decisions,
and take all the necessary implementing action needed in
the operation of the business. As the corporation is owned
by the shareholders, all decisions taken for the account and
risk of the corporation are, in result, taken for their ac-
count and risk. In terms of the analysis here presented,
the stockholders carry the ultimate entrepreneurial risk up
to the amount they pay for the stock they acquire (or the
amount for which they could sell the stock they continue to
hold); and, by a two-step delegation, members of the corpo-
ration management staff, ultimately "hired" by them, are
empdwered to make "delegated entrepreneurial decisions" for
their account and risk and to take the implementing action

needed to carry out those decisions.



CHAPTER 6

THE PROGRESSIVE DELEGATION

OF ENTREPRENEURIAL DECISION
Within the entrepreneurial function, there is change
in the nature of the entrepreneurial decision, and, with this
change, there is possibility for a progressive delegation of

entrepreneurial decision.

6.1 The Early Decisions of an Entrepreneur-Producer

With the earliest entrepreneur-producers, the more
important decisions were those related to possible new ways
of producing familiar goods. The key element in early capi-
talistic production, as contrasted to the putting-out system,
lay in the possibilities for change in metyods of production,
and even in experimenting with change. Thé choice of goods
was largely the choice of those goods that might, as a result
of production and sale in large quantities, be produced by

completely new methods at significant saving in costs.

6.2 Delegated Entrepreneurial Decisions Made by a Hired

Manager

When the new production techniques became more sub-

ject to rule, it became possible to give to hired personnel
full authority to make all decisions relating to how a good
was to be produced, once the entrepreneur himself had made

19
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the decisions of what and how much. These decisions, made
for the account and risk of the entrepreneur, were the first
significant "delegated entrepreneurial decisions" (see I.4)1§

and those empowered to make them came to be known as

"managers." The reimbursement that such "managers" receive,

either fixed, or fixed plus some possibility of bonuses, is

for a service sufficiently different from labor to deserve
a designation other than "wages." The term here suggested

is "the wages of a manager," or "managerial wages."

6.3 The Further Extension of Such Delegation

A fairly recent shift in the nature of the entrepre-
neurial decision has resulted from the fact that the entre-
preneurial task in production has become less a search for
goods for which a good market demand might be found, and
more a search for goods a demand for which might be created,

by the incurring of selling costs. As this type of operation

has some possibility of being reduced to rule, this change
has helped to make practical a delegation of decision-making
covering even those decisions which relate to what kind of
products will be produced.

A practically total delegation of all decision-making
is found in the modern corporation, where the delegation is
to members of "the management staff" of the corporation

(see I.5.5).

1. References in this form are to chapters and sub-
chapters in Part I of this paper.
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CHAPTER 7
ADAM SMITH (1723-1790)

The key to an understanding of Adam Smith lies in

his concept of stock. Despite the fact that The Wealth of

Nations (1937) was first published in 1776, Smith's use of
the word is in a sense not very different from the sense in
which it is used today, as when wealth 1s defined as the
stock of goods having economic value in existence at any one
time. In general, it is the essence of stock that it is
constantly being consumed (or otherwise used up) and conse-
quently can remain in existence as a "stock of goods having
economic value" only through it being continuously re-
created.
The well known Chapter I, of Book II, entitled "On
the Division of Stock," opens as follows.
When the stock which a man possesses is no more
than sufficient to maintain him for a few days or a
few weeks, he seldom thinks of deriving any revenue
from it. He consumes it as sparingly as he can, and
endeavours by his labour to acquire something which
may supply its place before it be consumed alto-
gether. His revenue is, in this case, derived from
his labour only. This is the state of the greater
part of the labouring poor in all countries.
But when he possesses stock sufficient to main-
tain him for months or years, he naturally endeavours
to derive a revenue from the greater part of it; re-

serving only so much for his immediate consumption
as may maintain him till this revenue begins to come
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in. His whole stock, therefore, is distinguished
into two parts. That part which, he expects, is
to afford him this revenue, is called his capital
(p. 262).

What Smith calls "circulating capitals" and "fixed capitals"”
are then defined as follows.

There are two different ways in which a capital
may be employed so as to yield a revenue or profit
to its employer.

First, it may be employed in raising, manufac-
turing, or purchasing goods, and selling them again
with a profit. The capital employed in this manner
yields no revenue or profit to its employer, while
it either remains in his possession, or continues
in the same shape. The goods of the merchant yield
him no revenue or profit till he sells them for
money, and the money yields him as little till it
is again exchanged for goods. His capital is con-
tinually going from him in one shape, and returning
to him in another, and it is only by means of such
circulation, or successive exchanges, that it can
yield him any profit. Such capitals, therefore, may
very properly be called circulating capitals.

Secondly, it may be employed in the improvement
of land, in the purchase of useful machines and in-
struments of trade, or in suchlike things as yield
a revenue or profit without changing masters, or
circulating any further. Such capitals, therefore,
may very properly be called fixed capitals (p. 262-
263).

The general stock of any country divides itself, in
the same way, into three portions: first, "that portion
which is reserved for immediate consumption, and of which
the characteristic is that it affords no revenue or profit"
(p. 264); second, "the fixed capital; of which the charac-
teristic is, that it affords a revenue or profit without

circulating or changing masters" (p. 265); and third, "the

circulating capital; of which the characteristic is, that it






