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"We should give those who have earned great wealth honestly the respect and gratitude they deserve for the enormous value they’ve created."  Image via CrunchBase

Suppose a young medical researcher, Dr. Smith, discovered a safe, reliable vaccine for breast cancer. If a woman took a single pill at age 30, she’d never develop breast cancer. But the pill costs $1,000. How many American women would take that deal?

Most women would likely jump at the opportunity. For $1,000, a woman would be forever spared the expense and inconvenience of future annual mammograms. She’d never have to worry about her doctor calling to say, “Your mammogram showed a suspicious spot; please come in for a biopsy.” The 12% of women who would have developed breast cancer during their lifetimes would be spared the pain and risks of surgery, chemotherapy, and radiation therapy.

Each woman would gain an enormous value in terms of money saved, peace of mind, and potential added years of life, far exceeding the $1,000 cost. Roughly 2 million American women turn 30 each year. Assuming Dr. Smith made a 10% profit from each sale, he would earn $200 million a year. Most people would regard that as a completely fair outcome. But not Hamilton Nolan.

In a widely-read essay at Gawker, Hamilton Nolan recently proposed, “Let’s Have a Maximum Income.” His basic argument was that a $5 million yearly income was the most “that any reasonable person could ask for.” Any income beyond that “far outstrips any measure of fairness.” Hence, the government should confiscate earnings over $5 million, essentially imposing a 100% marginal tax rate. Nolan stated, “[T]here is no good argument as to why anyone needs more than that, while others are suffering in poverty,” and ominously hinted, “A $5 million per year ceiling is, if anything, too generous. But we can always crank it down later.”

Even liberal commentators at The Atlantic and Washington Post have criticized Nolan’s proposal, observing it would eliminate the financial incentive for high-earners to work beyond that $5 million limit and would drive many entrepreneurs out of the United States. But although such economic arguments are correct, they are unlikely to sway those sympathetic to Nolan’s fundamental view of “fairness.” For most people, morality trumps economics. In essence Nolan is arguing, “It’s just plain wrong for someone to make so much money.” The only way to combat Nolan’s notion of “fairness” is to challenge it at the moral — not the economic — level.

Hence, defending Dr. Smith’s high income requires making three points:

1) Dr. Smith earned his money honestly.
Every dollar he made was the result of an honest trade with a woman voluntarily purchasing his medication. No one was compelled to purchase his pill. No one was cheated or defrauded. Genuine fairness would mean letting Dr. Smith keep the money he has earned. Confiscating $195 million of his $200 million annual income would be an act of injustice, not fairness.

(Money gained by theft, fraud, or political cronyism is an entirely different matter. We properly revile con men like Bernie Madoff or politically-connected businessmen who receive government bailouts at taxpayer expense.)

2) Dr. Smith’s wealth reflects the value he has created for others.
Many Americans are ambivalent about the morality of “making money” even though we routinely praise “creating value.” Yet in a free society, “making money” and “creating value” are just two sides of the same coin. In a fully capitalist economy, all purchases are voluntary. Every woman who purchases Dr. Smith’s pill values the benefits she receives more than the $1,000 she spends. Conversely, Dr. Smith values the $1,000 received more than the pill he sells. Both parties benefit from the exchange. Overall, Dr. Smith has created far more value for others than the value of his personal wealth.

We don’t currently live in a capitalistic society, but rather a mixed economy with capitalist and socialist elements. But to the extent capitalism is allowed to operate, the millions of dollars Dr. Smith earns each year is a measure of the value he has created for millions of others.

3) “Need” does not equal “deserve.”
Nolan believes Dr. Smith has no reasonable “need” for more than $5 million per year. Others who need it more are thus entitled to the “excess” $195 million. But one man’s need does not constitute a moral claim on another man’s earned wealth.

True, Dr. Smith could easily satisfy his basic physical needs for food, shelter, and clothing with $5 million. But Nolan apparently assumes that Dr. Smith would waste the “excess” $195 million in frivolities like the cartoon millionaire Scrooge McDuck diving into a swimming pool of money or lighting cigars with $100 bills. Nolan’s inability to envision any “reasonable” use for that money merely betrays his lack of imagination.

In reality, Dr. Smith could use his extra $195 million for any number of worthwhile purposes. Perhaps he’ll develop a cure for prostate cancer. Perhaps he’ll invest in a startup company built by the next Steve Jobs. Perhaps he’ll create a charitable foundation to promote a cause important to him. Perhaps he’ll take some time off and travel around the world. It is Dr. Smith’s rightful choice to decide how to spend his money — not the government’s.

Fortunately, no lawmakers are seriously considering a maximum income. But the same flawed conception of “fairness” behind Nolan’s proposal also underlies the Left’s continued demands for higher taxes on “the wealthy” or President Obama’s 2010 declaration, “At a certain point you’ve made enough money.” That’s tantamount to saying, “At a certain point, you’ve created enough value.”

Most of us will never discover a cure for breast cancer. But anyone who has earned money through honest work should take a justified pride in that fact, whether it be through programming computers, repairing furnaces, running a small business, or raising cattle. Similarly, we should give those who have earned great wealth honestly the respect and gratitude they deserve for the enormous value they’ve created. That would be real economic fairness.
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