
        
            
                
            
        


		
			Advance Praise for
 A Student’s Guide to Socialism 

			“Most books on socialism show that it has always been a disaster. Paul Rubin takes a different tack: His wonderful book shows that socialism would be a disaster in the future for today's students. If the U.S. were to adopt socialism as advocated by Bernie Sanders, young people could expect their lives to be worse. They would be poorer, less free, and unhealthier. Besides, the gadgets they depend on (computers, smartphones, game machines, electronic readers) and the apps based on these machines have all been invented by capitalists, and future technology (artificial intelligence, 5G, biotech) would not be developed as robustly, if at all, in a socialist world. Every parent and grandparent of a student should buy a copy of this book.”

			—Rand Paul, U. S. Senator and author of The Case Against Socialism 

			“This is an important book. Today. And twenty-five years ago and twenty-five years from now. It exposes the lie of socialism: socialism is simply an alternative to liberty. Unlike liberty’s other competitors—monarchy, theocracy, aristocrats, mob rule, or ethnic division—socialism has found allies in all centuries. Even our own. This Hydra-headed lie must be beaten back each and every generation. A King. An aristocracy. A central committee or a bureaucracy all serve themselves at the expense of the people. A Student’s Guide to Socialism should be read by every student today and by their children and their children’s children.” 

			—Grover Norquist, President, Americans for Tax Reform

			“A Student’s Guide to Socialism is a readable and powerful foray into what young people can expect for their future if the U.S. were to embrace socialism. Rubin is a master at explaining basic economic insights while avoiding technical jargon and math. Here, he uses accessible prose and relatable examples to show college-aged readers that socialism would reduce their lifetime income, their opportunities, and their freedoms.” 

			—Susan E. Dudley, Director, The George Washington University Regulatory Studies Center, Distinguished Professor of Practice, Trachtenberg School of Public Policy and Public Administration
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INTRODUCTION

			There are many books and articles on socialism. Why another? What can another book add to what we already know or can easily find out?

			You can find discussions at any length and depth of analysis of the history of socialism; the effects of socialism on efficiency and inefficiency; the effects on equity, fairness, and income distribution. There is even a book dedicated to a discussion of the effect of socialism on the quality of beer. There are discussions of the Soviet Union, of Venezuela, and of the Scandinavian countries.

			All of these analyses and discussions are backward looking—they describe the way socialism has worked (failed) in the past. They are at a theoretical or historical abstract level. The purpose of this book is different. It is written for students—mainly college students, although it is relevant for younger students as well—and for non-students. It is forward looking—How will socialism affect your lives in the future. You probably have only a vague knowledge of the Soviet Union, which collapsed in 1991, before you were born. Venezuela is in South America, and that part of the world always has government problems. Scandinavia is a few frozen countries on the border of Europe. Efficiency, equity, fairness, and income distribution are abstract theoretical terms that don’t mean much outside of class, if you take the right classes. Otherwise, they are just noise.

			The purpose of this book is to explain exactly what socialism would mean for you, if it were to be adopted in the U.S. That is, I want to show exactly what it would mean for you, as a twenty-year-old student reading this book today, to live the rest of your life in a socialist country with a socialist economy. You live in a capitalist society, so you know something about that. But socialism is something you have never experienced. I want to get away from abstractions and explain exactly how socialism would affect the rest of your life. I have purposely made the book short so you will find it worth your time to read it. For the same reason, I have avoided jargon and most mathematics (which is hard to do for an economist) so you will find it readable.

			The book is in two parts. Part I is the applied part—what do you actually need to know about what life would be like in the future under socialism. If you only read this part, the book will have fulfilled its purpose. Part II is more abstract, though still not too abstract. It provides some background on socialism—how has it actually worked in practice, why some people prefer socialism, how socialism compares with capitalism. If you are still curious after reading Part I, then Part II is for you.

			Before beginning, I need a working definition of “Socialism.” Just what am I talking about? There are lots of abstract and theoretical definitions. But I am not going to get into that, and I am not going to give my own definition. Rather, I am going to let the leading American socialist explain what he means. In a speech given on June 12, 2019, Bernie Sanders has defined socialism:

			“We must take the next step forward and guarantee every man, woman and child in our country basic economic rights ― the right to quality health care, the right to as much education as one needs to succeed in our society, the right to a decent job, the right to affordable housing, the right to a secure retirement and the right to live in a clean environment.” Sounds good, doesn’t it?

			Actually, that is a mild definition of socialism, although, as we will see, even that version is enough to radically change the U.S. I will from time to time refer to the more standard definition, an economic system in which the government controls the means of production. An even more extreme version is the “Green New Deal,” proposed by Alexandria Ocasio-Cortez (AOC), but this version is so extreme that it is unlikely to be adopted, and so it is not worth discussing.

			Although the book is about socialism, I sometimes discuss communism. While there are many American advocates of socialism, there are few proponents of communism. Nonetheless, in their fundamental economic structure, the two systems are basically the same. Both systems are opposed to capitalism. Both systems advocate government ownership of the means of production and control by the “people,” not by capitalist owners. Moreover, to many communists, and probably many socialists as well, socialism is only a step on the way to full communism. Additionally, socialism does not seem to be an equilibrium. Some socialist countries become capitalist and others move to full communism, but few stay in the middle. Therefore, we can gain some insight by considering socialism and communism together, as long as the distinction is kept clear.

			This book is aimed at students, so the natural question that students always ask is, “Will this be on the exam?” You may view this book as a text for a course, Life 101. There is only one question on the exam: Will you support socialism? There is only one grade, and it is how you live the rest of your life. My hope is that after you read this book you will be able to make an informed judgement about whether you want a socialist or a capitalist future.

			





PART I

			WHAT YOU NEED TO KNOW ABOUT SOCIALISM

			





CHAPTER 1

			SOCIALISM, JOBS, AND INCOME

			You are about twenty years old. With a normal retirement age of sixty-five, you have about forty-five years to work. You will probably spend about forty hours a week, about two thousand hours a year, on the job, whatever it is. Next to your family, your job is the most important aspect of your life. Your job and the job of your spouse will probably be your major source of income. Income in turn will determine important life decisions, such as where you live, where your kids go to school, what kind of car you drive, what kind of vacations you take, and when and where you retire.

			SOCIALISM AND JOBS

			What if we adopt some variant of socialism now? It is certain that it will take some time to fully adopt socialism. The U.S. is a big economy, and we cannot change its direction on a dime. Moreover, until we begin socializing the economy, we will not know exactly what will be socialized, which is why I referred to “some variant” of socialism. This process will create great uncertainty. Even the simplest variant—a public option for health insurance—will create uncertainty for business. A business will need to ask: How will this interact with the insurance I now provide for my workers? How much will it cost? How will it be financed? Will I have to pay more taxes for my employees? When Obamacare was being implemented, similar uncertainty and similar questions arose, and for that reason many firms were unwilling to hire new workers. An employer would not know the cost of a worker until those questions were answered and so would be afraid to hire. Similar questions arise for any other socialist project. For example, will Sanders’s “right to a decent job” make it more difficult to lay off workers in rough times or to fire an employee who turns out to be incompetent? Because of this uncertainty, a firm will be more hesitant to add new employees.

			One thing we know for certain is that economic uncertainty reduces investment and hiring. Thus, you, as a student now, will be seeking your first job in the teeth of a highly uncertain labor market. You will not get a good job. Firms will not in general be hiring for good jobs; they will hire a minimum number of workers for low-paying and easily replaceable jobs and will contract out as much work as they can. Bernie has promised “the right to a decent job” but, even if socialism fulfills this promise (itself doubtful), it will happen too slowly to affect your first job. (This is in addition to the tremendous shock to the labor market and the economy caused by the Chinese coronavirus.) Another thing we know for certain is that the quality of your first job follows you throughout your career. For example, pay raises are generally based on your current pay, and if you start off at a low pay rate, you will never catch up. Thus, you, as a member of the first generation hired into a socialist labor market, will pay a high price for this privilege. Your children could (but actually won’t) benefit from Bernie’s “right to a decent job” if it should happen, but you clearly will not. In attempting to create communism in the Soviet Union, Lenin and Stalin killed millions of people (see Chapter 11). They justified this by claiming that “You can’t make an omelet without breaking eggs.” You won’t be killed in the movement to socialism, but you will be economically harmed—you will be an egg in the tasteless omelet the socialists are cooking.

			Moreover, socialism will reduce your real, inflation-adjusted income. This is a simple fact—there is no way around it. There are several ways in which this will occur. Mainly taxes will be higher and wages lower than otherwise. Under socialism, government provides some goods and services that are otherwise provided by the market. These must be paid for in some way, and that means increased taxes—whether income taxes, sales taxes, value added taxes, or the implicit tax of inflation. As a result of higher taxes, your take home real (inflation adjusted) pay will be reduced. Wages will also be reduced through lower productivity.

			Why will taxes increase? Under Sanders’s proposals, spending will increase by $97.5 trillion. Most of this is from Sanders’s big three: health care, (Medicare for All) $30 to $40 trillion; climate, $16 trillion; and his jobs plan, $30 trillion. The rest of the increase will come from “small” increases, like $3 trillion on free college tuition and paying off all student loans. Bernie’s plans would more than double the size of the federal government. Even including the plans for increasing revenue, which come to about $23 trillion, the remainder is 34 percent of gross domestic product (GDP), or $66,000 per family. (This paragraph is from Brian Riedl, 2019, cited in references.)

			PRODUCTIVITY

			The reduced income caused by increased costs for government services (discussed later) and reduced incentive to work caused by the increased taxes to pay for these services will reduce incentives to invest in both “human capital” (education, training) and physical capital, such as buildings and machines. It will also reduce the incentive to invest in research and development (R&D)—new technology. Productivity—output per hour per worker—grows if capital and technology grow. The reduction in productivity will occur because higher taxes reduce the return for investment and so there will be less investment. It is estimated that government spending would increase to 70 percent of GDP, and payroll taxes would increase from 15.3 percent of earnings to 27.2 percent. Reductions in capital investment and in R&D mean that productivity will grow more slowly, if at all.

			There will also be reductions in incentives to use resources (capital and labor) correctly. This is because in a socialist system, prices will not allocate resources efficiently. In a capitalist system, our old friends supply and demand lead to an efficient use of resources—that is, supply equals demand, and there are generally no shortages or surpluses. In a socialist system, prices are arbitrarily chosen by the central planning organization, and there are commonly surpluses (resources wasted by producing too much of some good) or shortages (consumers do not get enough of goods they are willing to pay for). I discuss some examples later in the book.

			Why should you care about productivity? Because growth in wages and earning ultimately depends on growth in productivity—the amount produced by labor and capital. In the U.S. we are used to real wages (wages above inflation) going up annually. This is because productivity increases. If workers do not in some sense become more productive, their real incomes cannot increase, because there is no money available to increase their wages.

			So socialism will reduce productivity growth. What does that mean for you? Remember that you will function in the economy for about forty-five years—a long time. So we do not want to only consider the effects of policies on the next year or two; we want to have a long-term perspective because as a young person, you will live and work in the economy for a long time. Increases in productivity have a long time to operate. From 1974 to 2019, a forty-five-year period, real incomes per year for each person (that is, incomes over and above inflation) increased from $26,000 to $57,500. This represents an annual rate of growth of about 1.788 percent per year. (Actually, real—after inflation—incomes grew faster than this, but because we overestimate the rate of inflation, we also underestimate real income growth.)

			With the same rate of growth for the next forty-five years (your working horizon), average income will grow from $57,500 to about $127,000. This increase of $70,000 is a real increase in income, just as the increase from 1974 to 2019 of $30,000 was a real increase in income, over and above inflation. That increase means that we now have larger houses, better cars, longer and more enjoyable vacations, better health and longer lives, better meals and clothes, earlier possible retirement, and better lives during retirement. (If you ask your parents or grandparents, they will be glad to tell you how much easier you have life.) Similarly, if your income increases by another $70,000 over the next forty-five years, you will have even more enjoyable lives, in traditional ways (houses, cars, retirement, and so on) and in ways that we cannot now even imagine. (Of course, part of the increase in our life satisfaction is due to technological improvements and new technologies, but those in turn depend on investment in R&D, which is also fueled by increased incomes. The mismeasurement of the value of such goods is part of the error in measuring inflation.)

			Socialism will reduce the rate of growth of income. A possible estimate is that it will reduce the growth rate from 1.78 to 1 percent per year, which seems like a small change. (Actually, it will probably reduce it by more than that. Also, as we see later, socialism will reduce the base from which income is growing by increasing costs of medical care and increasing taxes. But we will ignore that for now.) If the rate of growth is reduced to 1 percent per year, then real incomes over the next forty-five years would increase to $89,000, an increase of $32,000 instead of the increase of $70,000 to $127,000, a normal increase in a capitalist market economy. We must also understand that the decrease in income is not all at once; each year incomes will be smaller with an increase of 1 percent per year than with an increase of 1.78 percent per year. That is, every year of your working life you will be poorer under socialism than under capitalism, and by the end you will be much poorer.

			I don’t want to quibble over the numbers. I have actually chosen them to be favorable towards socialism. I have ignored the decrease in income from shifting to a Medicare for All system, as discussed later. The 1.78 percent growth is historically true, but still somewhat low; in recent years we have seen growth rates of about 3 percent. The reduction in growth rates under socialism is probably larger than the rate I have used. But the basic point goes through: the effects of a shift in growth rates under socialism will be much greater for you as a young person than for me as an old person, or for Bernie Sanders, because Bernie and I have only a few years left to feel the effects of the reduced growth rate, while you have an entire working lifetime to suffer the consequences.

			The important point is the rate of growth with compound interest. These rates are remarkably high. Since you have a long time for growth to accrue, the effect on your lifetime income of a small difference in rates of growth is quite large.

			To better understand growth rates, look at the little table below:

			 

			Table 1: Growth and Income: Effect of Alternative Growth Rates on $50,000 in Forty-Five Years

			
				
					
					
				
				
					
							
							1 percent growth rate
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							2 percent growth rate

						
							
							$122,000

						
					

					
							
							3 percent growth rate

						
							
							$189,000

						
					

				
			

			 

			Source: Computed by author.

			What this table tells us is that if the average income today is $50,000 and if income grows at a 1 percent rate, then in forty-five years average income will be $78,000; if incomes grow at a 3 percent rate, then in forty-five years average income will be $189,000. Remember that these are real growth rates, growth rates over and above inflation. So even if a shift from capitalism to socialism has only a small effect on growth rates, it will have a very large effect on your income over your working life.

			It might be suggested that any additional costs can be financed by taxes on the rich. However, the rich are already paying more taxes than the less wealthy. The highest-earning 1 percent of the population earned about 20 percent of income but paid 37 percent of all taxes under our current system. More could be taxed, but we quickly run into incentive effects as the richest (and most productive) citizens might retire earlier, leave the country, or invest in more certain but lower return opportunities. The rich can also shift the type of earnings to less taxed forms, such as capital gains. While there are proposals for a tax on wealth instead of income, such a tax is unconstitutional and would require a constitutional amendment, as did the income tax (the Sixteenth Amendment). From an economic standpoint, it is very difficult if not impossible to measure wealth and possible to hide or move wealth, so there is not much chance for this tax to be passed or to raise much revenue if it is passed. When a wealthy individual whose estate is subject to inheritance taxes dies, it can take years and thousands of dollars of accountants’ and lawyers’ time to value the estate. Under a wealth tax, we would perform such an evaluation every year. It is not clear how much revenue the government would get, but lawyers and accountants would get a lot, and hopefully there would be a little left for economists. Several countries have tried a wealth tax, but most have eliminated it because of the difficulty of measurement and enforcement.

			Some additional spending can be financed by additional taxes on the rich, but the levels of spending proposed by the current socialists can only be financed by greatly increased taxes on the middle class.

			TAXATION AND COERCION

			There is another point about taxation which will become more important as our story continues. Taxation is fundamentally based on coercion. We pay our taxes because if we don’t, dudes with guns will show up and arrest us. (Of course, most of us pay our taxes voluntarily, but deep down we know about the dudes with guns.) Once the government has our money, within limits it can do whatever it wants with it. For example, it can give it to those whom it favors (cronies) or those who help it get elected, if it has free elections. If not, it can support the police and military who keep it in power.

			So incomes will grow more slowly under socialism. Over a forty-five-year life, even a small difference in growth rates will lead to a much smaller income and wealth. Taxes will also be higher under socialism.
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