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Maximizing Current Cash Flow vs. Maximizing Wealth 

What is the difference between wealth maximization and short 
run "profit" maximization? How might the difference be reconciled? 

This question only arises because some people say "profit" 
when they really mean current cash flow. Maximizing current cash 
flow would be a very myopic way to run a business, or any part of 
your life. Holding a tree uncut because its growth rate> the i.r. 
is an example of wealth maximization at the expense of short run 
cash flow. Wealth maximization is maximizing the present value of 
your assets by investing them in ways that yield returns greater 
than or equal to the discount rate. 

To reconcile the difference, add unrealized gains to your 
current revenues. These unealized gains are the present value of 
expected future cash flows. Also, obviously, subtract depreciation 
from your current revenues. (The U.S. tax code lets you deduct and 
even overstate depreciation in figuring taxable income, but does 
not make you add unrealized gains to taxable income. This is the 
result of heavy lobbying, and a bias, and should not confuse you 
when defining real income, apart from tax considerations.) 
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