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Abstract

This essay examines whether the “hope of profit” leads to superior economic and organizational outcomes
compared to charitable and state-owned models. Drawing on economic theory, behavioural insights, and
historical case studies, it argues that profit-driven incentives play a crucial role in fostering innovation,
efficiency, and long-term sustainability. The analysis highlights how financial incentives align individual
and organizational goals, encouraging risk-taking, cost control, and technological advancement. In
contrast, charitable and government-operated organizations, while often mission-focused, tend to face
structural limitations such as resource constraints, weaker incentive mechanisms, and bureaucratic
inefficiencies. Empirical examples—including the collapse of Kids Company and comparative growth
trajectories of France and the United States—demonstrate the challenges faced by non-profit and state-led
models in maintaining consistent performance. The essay concludes that, although non-profit and public
enterprises serve essential social purposes, profit-oriented firms are generally more effective in driving
innovation, adaptability, and sustained economic growth.
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Introduction

Entrepreneurial behaviour is defined as a set of behaviours exhibited by an individual that allows
them to innovate and improve upon existing ideas to market a product or a service in the competitive
market effectively.! Across competitive free-markets and industries, the hope of profit is what fuels this
behaviour.? But is this behaviour counter-productive for firms or provokes healthy competition? Are these
characteristics possessed by charity-run and government-operated firms? Some economists, like
Muhammad Yunus® and Karl Polanyi*, argue that if all enterprises were run by charities or governments,
driven by purpose rather than profit, society might be more progressive and just. Is this substantiated by
historical accounts and these firms’ behaviours?
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This essay argues that the behaviour engendered by the hopes of profit is positive and catalyses
the growth and innovation of the firms, leading to better societal and economic outcomes, whereas
charity-run and government-owned organisations are unable to match these results. While non-profit and
government-owned firms are undeniably effective when it comes to focusing on their mission, they often
lack the resources and mechanisms required to keep up with the market forces. Drawing on behavioural
economics, historical case studies, and empirical evidence, this essay argues that profit-driven behaviour
is more productive for firms seeking results and long-term sustainability in the market.

Innovation and Economic Growth

Entrepreneurial behaviour is characterised by innovation, risk-taking and the pursuit of
opportunities, which fuels economies and shapes cultures.! The hope for profit drastically shapes and
affects this behaviour. Classical economic theory, that is the Neoclassical theory of the firm incentive
alignment® which is rooted in Agency theory®, and Entrepreneurial incentives’, suggests that managers,
when given financial incentives, are encouraged to develop new products, seek efficiencies, and take
calculated risks- all in the expectation of financial gain to outperform the competitors.®

Shleifer (1998) argues that private ownership should be “preferred to public ownership when the
incentives to innovate and to contain costs must be strong,” which highlights innovation as a very
important aspect of capitalist firms.®

Though sometimes, the pursuit of profit may cause individuals to generate profit at the cost of
human misery-operating in illegal trades such as drugs and trafficking, which has been described by
Baumol as destructive entrepreneurship®, it must be noted that these individuals are a part of the
minority. According to OECD’s 2025 findings, counterfeit goods reached about 467 billion dollars in
2021. Even though this appears to be a huge amount, it represents only 2.3% of the world's imports (down
from 2.5% in 2019). In other words, 96-98% of global trade is clean, and the profits from illicit fakes,
while dangerous, lie within a tiny niche of the market.!!

Profit-driven entrepreneurs face a lot of challenges with respect to competition, financial
fluctuations, and market dynamics. To ensure financial gains, entrepreneurs must cultivate strong
willpower, perseverance, and make smart decisions to overcome these risks.*? Charity-run organisations,
however, are unable to keep up with these challenges due to their inability to generate adequate resources
on a scale which are reliable enough to cope with problems of an advanced industrial society.*®

This argument is evidenced by the organisation “Kids Company,” which was originally founded
to provide practical, emotional, and educational support to vulnerable young people. The firm initially
witnessed a rapid growth, with the organisation growing almost tenfold in less than a decade. Their
revenues rose from about £13 million in 2009 to £23.1 million in 2013. Expenditures rose at a similar
rate, from £13.31 million to £22.96 million. 4

However, this rate was not matched by reserves, which funded only £14.8 million of the £23.1
million income in 2013.%* The disaster arose when the company had to dip into government grants to meet
the basic requirements as payroll, and even request early grant payments.® A 2022 charity commission
report suggested that trustees had allowed expenditure to increase without a secure stream of income and
had kept only a low level of reserves, making the charity vulnerable. Auditors and MPs had warned that
any funding hiccup would be fatal.®

And as predicted, by mid-2015, the funding gap became a crisis. A 3-million-pound grant from
the government was delayed, and a major private donor pulled out amid a scandal. With no reserves to
fall back on, Kids Company shut down in August 2015."
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Year-on-Year Financial Trends of Keeping Kids Company (2009—2013): Total Income vs.

Expenditure (Fig 1)
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Graph Data

This issue has raised the prospect of volunteer employees being replaced by professional
management. However, this raised concerns about the firm drifting away from its mission and core values
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to solely financial motives, which can potentially harm the goodwill, reputation, and effectiveness of the
charity-owned firm. Bruce & Chew (2011) and Bush (1992) argue that business-like approaches may
threaten the ability of charities to carry out their mission.*® Furthermore, Jager et al (2013) suggest that
professionalisation in charities, including hiring staff with business backgrounds, is often aimed at coping
with tension between mission and market orientation.

During the post-war period, the government took up a huge role in production throughout the
world. In some of these economies, such as Japan, the United States, and Germany, this ownership was
restrained. Whereas, in Italy, France, and Austria, the government assumed significant control. However,
for these countries, the control of the government led to under-investment, bureaucratic sluggishness, and
weak incentives for cost control. °

A country like France, which initially saw growth in GDP in the initial years of state ownership,
and then a subsequent sharp decline. Due to government ownership and nationalisation of coal,
electricity, gas, transportation, insurance, and large banks, France’s GDP grew by 5% per year from 1950
to 1973.38 As a result, the living standard rose rapidly.

Post 1973, the government’s role started leading to problems. In the early 1980s, the socialist
government of Mitterrand again nationalised key industries and banks (e.g., CGE, Péchiney), but by the
late 1980s, many of these firms were under strain. The nationalized bank, Crédit Lyonnais, made
international deals that went sour, suffering huge losses. The French government had to inject tens of
billions of francs in 1993 in order to bail the company out. As a result, many state enterprises had to be
sold for privatization. For the firms that are continuing to be operated by the government, like the railway
SNFC, occur high-costs leading to reduced efficiency.®

Conversely, the United States, which operated freely post-war, saw steady GDP growth over the
post-war era, with much less of a long-term deceleration. The US economy grew at a rate of around 3%
real growth per year in the decades after 1945 and remained resilient throughout shocks, opposite to
France’s decline. The long-run US expansion can be credited to its largely market-driven model. Thus,
even when recessions occurred, recovery tended to restore the expansion.®

Fig 2

Growth gaps between France and the United States, by period

(Annual average)

Real GDP Growth

Growth gaps
France United States

1950-1973 54% 3.7% 1.6%
1974-1982 2.3% 23% 0,0%
1983-1993 2.1% 29% -0,8%
1994-2003 2.3% 3.3% -1,0%
2000 4,7% 3.8% 0.9%
2001 1.8% 0.3% 1.6%
2002 1.0% 24% -1,5%
2003 0.5% 3,.1% -2,6%
2004e 2,0% 4.7% -2,7%

Source: Authors’ calculations and OECD estimate (e).
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As depicted by the above table, the pace of growth in France fell from a yearly average of nearly
5.4% between 1950 to 1973 to 2.3% between 1974 and 1982. In contrast, the US only fell from 3.7 to
2.3%. Furthermore, the data depicts a consistent decrease in the real growth rate of France between 1973-
2004 and an increase in the United States' Real GDP growth during the same years. The given evidence
shows that though the 1970s were a difficult decade for most industrialised economies (as they were
adjusting to the sudden price changes due to the oil price shocks in 1973), France was hit harder than
other economies. Primarily because the state-run post-war growth model had run out of steam, leading to
a slowdown in labour productivity gains, failed investments, declining returns on capital, and high
inflation®®,

Thus, from 1983 onwards, the growth gap in France’s favour turned to a growth deficit. Whereas
the US economy coped better with the shocks linked to the cyclical economic situation *°

Fig 3

Gaps in living standards between France and the United States
and changes in relative added value
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Source: Authors’ calculations based on the OECD and CHELEM database

It is clearly evident from the graph, the GDP per capita relative was deteriorating from 1980-
2001, coming back to the level of 1970. In fact, even during the period 1974-1980 - the trend line showed
no real addition and the increase in GDP was misleading as it was actually due to decrease in population.
The findings from the table above are confirmed by this graph depicting the relative development of
production in France as compared with the production in the United States. France has grown at a slower
pace from 1974 onwards. However, a favourable impact on France’s per capita GDP only existed because
the population grew at a slower rate than the US.*°

France’s mediocre GDP growth rate since the 1980s stems from its inability to change to a new
system of growth. As in the 1970s, macroeconomic difficulties were due to a combination of internal
factors and exogenous shocks. Yet above and beyond macroeconomic trends, various indicators, such as
lower investment volume, labour force participation rate, relative living standards, Product-market
regulation, etc, show that, unlike the US, France has not yet moved to innovation-driven growth. Lower
investment volume is one of the key reasons why the two economies had different growth paths.
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Fig4

Share of Information and Communication Technologies in GFCF
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Source: Authors’ calculations based on the OECD data.

In the 1990s, investment picked up in the US, but nature is also part of the reason for the
performance gap between the two countries. The figure shows that the gap between the share of
information and communication technologies (ICTs) out of overall investment in France and the US has
widened over the past twenty years or so.

Insufficient investment in ICTs has limited the growth of the stock of these types of capital goods,
which are characterized by rapid obsolescence. France has therefore lagged in disseminating the new
technologies offering productivity gains. The gap between France and the US widened at a faster clip in
the 1990s, and by 2001, ICTs accounted for twice as large a share of capital stock in the economy in the
US as in France °

Employee and Organization Behaviour

According to the principle of public choice and bureaucratic self-interest, many government
officials and non-profit managers seek personal incentives often tied to maximizing their budget, staff, or
authority, at the cost of efficiency. Economist William Niskanen famously argued that bureaucrats act as
“budget maximisers,” prioritizing the growth of their agency over cost-effectiveness or public welfare.
This can lead to overly large and wasteful programs as well as resistance to cost-cutting.?°

In the case of for-profit firms, personal goals can only be achieved if the organisational goals are
met. Self-interest is also conditional on the person’s performance; the employees only get rewards if the
company thrives. Thus, public choice theory supports the view that for-profit organisations harness self-
interest more productively, whereas government/nonprofit sectors can suffer from internally driven
inefficiencies or “government failure”.

This is also supported by the principle of skin in the game. Skin in the game refers to having a
personal stake in the outcome, typically financial. This exists in profit-driven enterprises as the owners
and employees stand to gain if the organisation succeeds and lose if it fails. Which affects their behaviour,
resulting in decision makers acting more prudently, working hard, and focusing on long-term success
when their own money or career advancement is tied to the results.?
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Conclusion

Therefore, we can conclude that the behaviour engendered by the for-profit firms is better than
the behaviour we should expect if all enterprises were owned by charities or the government. While non-
profits are essential in situations where equity and mission are concerned, their structural fragility, limited
scalability, and reliance on external funding often constrain their impact.

In the world of currency & capitalism, the pro-profit firms' employees are driven to ensure the
targets are achieved as the incentives are the direct variables associated. Whereas the non-profit sector is
heavily involved in government-public funded collaborations which categorises it as volunteer work with
rigid stipends.

As Milton Friedman rightly said, “There is one and only one social responsibility of business—to
use its resources and engage in activities designed to increase its profits.” %2
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