Communism 

by Bryan Caplan

Before the Russian Revolution (1917), "socialism" and "communism" were synonyms.  Both referred to economic systems in which the government owns the means of production.  The two terms diverged in meaning largely as a result of the political theory and practice of Vladimir Lenin (1870-1924).  

Like most contemporary socialists, Lenin believed that socialism could not be attained without violent revolution.  But no one pursued the logic of revolution as rigorously as he.  After deciding that violent revolution would not happen spontaneously, Lenin concluded that it must be engineered by a quasi-military party of professional revolutionaries, which he began and led.   After realizing that the revolution would have many opponents, Lenin determined that the best way to quell resistance was with what he frankly called "terror" —mass executions, slave labor, and starvation.  After seeing that the majority of his countrymen opposed communism even after his military triumph, Lenin concluded that one-party dictatorship must continue until it enjoyed unshakeable popular support.  In the chaos of the last years of World War I, Lenin's tactics proved an effective way to seize and hold power in the former Russian Empire.  Socialists who embraced Lenin's methods became known as "communists," eventually coming to power in China, Eastern Europe, North Korea, Indo-China, and elsewhere.  

The most important fact to understand about the economics of communism is that communist revolutions triumphed only in heavily agricultural societies.
  Government ownership of the means of production could not, therefore, be achieved by expropriating a few industrialists.  The government would have to seize the land of tens of millions of peasants, who surely would resist.  Lenin tried during the Russian Civil War (1918-1920), but retreated in the face of chaos and five million famine deaths.   His successor, Joseph Stalin, finished the job a decade later, sending millions of the more-affluent peasants ("kulaks") to Siberian slave labor camps to forestall organized resistance and starving the rest into submission.  

The mechanism of Stalin's "terror-famine" was simple.  Collectivization reduced total food production—the exiled kulaks had been the most advanced farmers, and after becoming state employees, the remaining peasants had little incentive to produce.  But the government's quotas drastically increased.  The shortage came out of the peasants' bellies.  As Robert Conquest explains:

[A]gricultural production had been drastically reduced, and the peasants driven off by the millions to death and exile, with those who stayed reduced, in their own view, to serfs.  But the State now controlled grain production, however reduced in quantity.  And collective farming had prevailed.
 

In the capitalist West, industrialization was a byproduct of rising agricultural productivity.  As output per farmer increased, fewer farmers were needed to feed the population.  Those no longer needed in agriculture moved to cities and became industrial workers.  Modernization and rising food production went hand in hand.  Under communism, in contrast, industrialization accompanied falling agricultural productivity.  The government used the food it wrenched from the peasantry to feed industrial workers and pay for exports.  The new industrial workers were, of course, former peasants who fled the wretched conditions of the collective farms.

One of the most basic concepts in economics is the Production Possibilities Frontier (PPF), which shows feasible combinations of, for example, wheat and steel.  If the frontier remains fixed, more steel means less wheat.  In the non-communist world, industrialization was a continuous outward shift of the PPF, driven by technological change. (Figure 1)  In the communist world, industrialization was a painful movement along the PPF; or to be more precise, it moved along the PPF as it shifted in.  (Figure 2)

The other distinctive feature of Soviet industrialization was that few manufactured products ever reached consumers.  The emphasis was on "heavy industry" such as steel and coal.  This is puzzling until one realizes that the term "industrialization" is a misnomer.  What happened in the Soviet Union during the 1930s was not "industrialization," but "militarization," an arms build-up greater than any other in the world, including Nazi Germany's.
  As Martin Malia explains:

Contrary to the declared goals of the regime, it was the opposite of a system of production to create abundance for the eventual satisfaction of the needs of the population; it was a system of general squeeze of the population to produce capital goods for the creation of industrial power, in order to produce ever more capital goods with which to produce still further industrial might, and ultimately to produce armaments.

Stalin's apologists argue that Germany forced militarization upon him.  In truth, Stalin not only began World War II as Hitler's active ally against Poland, but he also saw the war as a golden opportunity for communist expansion: "[T]he Soviet government made clear in its Comintern circular of September 1939 that stimulation of the 'second imperialist war' was in the interests of the Soviet Union and of world revolution, while maintaining the peace was not."
 

Foolish as he seemed after Hitler's double-cross in 1941, Stalin's assessment was correct.  After World War II, the USSR installed communist regimes throughout Eastern Europe.  More significantly, Japan's defeat created a power vacuum in Asia, letting Mao Zedong establish a Leninist dictatorship in mainland China.  The European puppets closely followed the Soviet model, but their greater pre-war level of development made the transition less deadly.  Mao, in contrast, pursued even more radical economic policies than Stalin, culminating in the Great Leap Forward (1958-1960).  Thirty million Chinese starved to death in a rerun of Soviet collectivization.

After Stalin's death in 1953, the economic policies of the Soviet Union and its European satellites moderated.  Most slave laborers were released, and the camps became prisons for dissidents instead of enterprises for cheaply harvesting remote resources.  Communist regimes put more emphasis on consumer goods and food production, and less on the military.  But their economic pedigree remained obvious.  Military strength was the priority, and consumer goods and food an afterthought.

The most common economic criticism of the Soviet bloc has long been its failure to use incentives.  This is a half-truth.
  As Hedrick Smith explains in The Russians, the party leadership used incentives in the sectors where it really wanted results:

Not only do defense and space efforts get top national priority and funding, but they also operate on a different system from the rest of the economy.  Samuel Pisar, an American lawyer, writer, and consultant on East-West trade, made the shrewd observation to me that the military sector is "the only sector of the Soviet economy which operates like a market economy, in the sense that the customers pull out of the economic mechanism the kinds of weaponry they want. . . . The military, like customers in the West . . . can say, 'No, no, no, that isn't what we want.'" 

In a sense, the collapse of Communism would not have surprised Lenin.  Lenin knew that the party needed terror until it had solid popular support.  When Mikhail Gorbachev assumed power, popular support had not materialized even in the USSR, much less in its European satellites.  Gorbachev dismantled the apparatus of terror with blinding speed, undoing seven decades of intimidation in a few years.  The result was the rapid end of communism in the satellites in 1989, followed by the disintegration of the Soviet Union in 1991.  A patchwork quilt of nationalisms proved far more popular than Marxism-Leninism ever was.   

Much, but not all, of the former Soviet bloc now has markedly more economic and political freedom—changes respectively visible in the Economic Freedom of the World study
 and Freedom House Country Rankings.
 (Table 1)  In 1988, the republics of the Soviet Union had economic freedom scores below 1.
  In the same year, Freedom House classified the entire Soviet bloc as "not free," except for "partly free" Poland and Hungary.  

	Table 1: The Rise in Economic Freedom (EFW) and Political Freedom (FH)

	Country
	2002 EFW
	2002 FH

	Bulgaria
	6.0
	F

	Czech Rep.
	6.9
	F

	Estonia
	7.7
	F

	Hungary
	7.3
	F

	Latvia
	7.0
	F

	Lithuania
	6.8
	F

	Poland
	6.4
	F

	Romania
	5.4
	F

	Russia
	5.0
	PF

	Slovak Rep.
	6.6
	F

	Ukraine
	5.3
	PF

	EFW scores range from 0-10, 10 being freest; Freedom House classifies countries as free (F), partly free (PF), or not free (NF).


Free-market reforms have been harshly criticized, especially the drastic reforms derided as "shock therapy."  But countries that reformed the most have seen the greatest rise in their standard of living, and those that resist change continue to do poorly.
  Critics lament large measured declines in output, but much of the "lost output" consists in products for which there was little consumer demand in the first place.  Many former communist nations suffered hyper-inflation, but only because—ignoring all sensible economic advice—they printed money to cover massive budget deficits.  The "shock therapy" prescription would have been to slash government spending and/or sell more state assets.  

China followed a different path away from communism.  After the death of Mao in 1976, his successors essentially privatized agriculture, allowing relatively normal development to begin.  Economic freedom increased significantly, but China remains a one-party dictatorship.  Some attribute its impressive economic growth to this combination of moderate economic freedom and authoritarian rule.  In large part, however, growth reflects the abject poverty of Maoist China; it is easy to double production if you start near zero. 

During the 20th century, avowed socialists came to power around the world, but only the followers of Lenin approximated the original goal of abolishing private property in the means of production.  Dictatorship and terror were the necessary means, and few non-communist politicians whole-heartedly embraced them.  The communists' willingness to wage total war on their own people sets them apart.
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Figure 2: Communist Industrialization and the PPF








Externalities

By Bryan Caplan

Positive externalities are benefits that are infeasible to charge to provide; negative externalities are costs that are infeasible to charge to not provide.  Ordinarily, as Adam Smith explained, selfishness leads markets produce whatever people want; to get rich, you have to sell what the public is eager to buy.  Externalities undermine the social benefits of individual selfishness.  If selfish consumers do not have to pay producers for benefits, they will not pay; and if selfish producers are not paid, they will not produce.  A valuable product fails to appear.  As David Friedman aptly explains:

[T]he problem... is not that one person pays for what someone else gets but that nobody pays and nobody gets, even though the good is worth more than it would cost to produce. (Friedman 1996, p.278)
Admittedly, the real world is rarely so stark.  Most people are not perfectly selfish, and it is usually feasible to charge consumers for a fraction of their benefit.  Due to piracy, for example, many people who enjoy a CD fail to pay the artist, which reduces the incentive to record new CDs.  But some incentive to record remains, because many find piracy inconvenient, and others feel guilty about it.  The problem, then, is that externalities lead to what economists call under-production of CDs, rather than non-existence.

Research and development is a standard example of a positive externality, air pollution of a negative externality.  Ultimately, however, the distinction is semantic.  It is equivalent to say "clean air has positive externalities, so clean air is under-produced" or "dirty air has negative externalities, so dirty air is over-produced."

Economists measure externalities the same way they measure everything else: human beings' willingness to pay.  If 1000 people would pay $10 each for cleaner air, there is a $10,000 externality of pollution.  If no one minds dirty air, conversely, no externality exists.  If someone likes dirty air, his willingness to pay for smog must be subtracted from the rest of the population's willingness to pay to curtail it.

Externalities are probably the most respected economic argument for government intervention.  They are frequently used to justify government ownership of industries with positive externalities, and prohibition of products with negative externalities.  Economically speaking, however, this is overkill.  If laissez-faire, that is, no government intervention, provides too little education, the straightforward solution is some form of subsidy to schooling, not government production of education.  Similarly, if laissez-faire provides too much cocaine, a measured response is to tax it, not ban it completely.  

Especially when faced with environmental externalities, economists have almost universally objected to government regulations that mandate specific technologies (especially "best-available technology") or business practices.  These approaches make environmental clean-up much more expensive than it has to be because the cost of reducing pollution varies widely from firm to firm and industry to industry.  A more efficient solution is to issue tradable "pollution permits" that add up to the target level of emissions.  Sources able to cheaply curtail their negative externalities would drastically cut back, selling their permits to less flexible polluters.
 (Blinder 1987)

While the concept of externalities is not very controversial in economics, its application is.  Defenders of free markets usually argue that externalities are manageably small; critics of free markets see externalities as widespread, even ubiquitous.  The most accepted examples of activities with large externalities are probably air pollution, violent and property crime, and national defense.
  

Other common candidates include health care, education, and the environment, but claims that these are externalities are much less tenable.  Prevention and treatment of contagious disease has clear externalities, but most health care does not.  Educated workers are more productive, but this benefit is hardly "external"; markets reward education with higher wages.  The externalities of many environmentalist measures, including national parks, recycling, and conservation, are hard to discern.  The people who enjoy national parks are visitors, who can easily be charged for admission.  If the price of aluminum cans fails to spark recycling, that suggests that the cost of recycling—including human effort—-is less than the benefit (see RECYCLING.)  Similarly, as long as resources are privately owned, firms balance their current profits of logging and drilling against their future profits.  If an oil driller knows the price of oil will rise sharply in ten years, he has an incentive to conserve oil instead of selling it today.

Externalities are often blamed for "market failure," but they are also a source of government failure.  Many economists who study politics decry the large negative externalities of voter ignorance.  An economic illiterate who votes for protectionism hurts not just himself, but also his fellow citizens. (Downs 1957; Caplan 2003)  Other economists believe that externalities in the budget process lead to wasteful spending.  A Congressman who lobbies for federal funds for his district improves his chances of reelection, but hurts the financial health of the rest of the nation.     

Putative externalities have been found in unlikely places.  Some argue that wealth itself has an externality: inflaming envy.  Others maintain that there are externalities of altruism – when I give money to help the poor, everyone who cares about the needy is better off.  Defenders of Prohibition and the war on drugs emphasize the externalities of drunkenness and drug addiction, though they typically lump private costs, such as low earnings and unemployment, in with the external costs of drunk driving and violent crime.  In the Big Tobacco class action suit, one of the plaintiffs' main arguments was that, given government's role in medical care, smoking costs taxpayers money.

In principle, externalities could be used to rationalize censorship, persecution of religious minorities, forced veiling of women, and even South Africa's apartheid.  If most people find Darwinism offensive, the logic of externalities recommends a tax on Darwinian expression.  Few economists have pursued such possibilities, probably out of a tacit sense that, in extreme cases, individual rights override economic efficiency.  

Even from a strictly economic point of view, however, some externalities are not worth correcting.  One reason is that many activities have positive and negative externalities that roughly cancel out.  For example, mowing your lawn has the positive externality of improving the appearance of your neighborhood, plus the negative externality of creating a loud noise.  A subsidy or a tax would alleviate one problem but amplify the other.  To take a more controversial example, some economists question efforts to prevent global warming, calculating that the benefits for people in cold climates more than balance out the costs for people in warm climates (see GLOBAL WARMING.) 

Another economic rationale for government inaction is as follows: sometimes an externality is large at low levels of production, but rapidly fades out as quantity increases.  As long as output is high enough, such externalities can be safely ignored.  For example, during a famine, doubling the supply of food has large positive externalities because starvation leads to robbery, hunger riots, and even cannibalism.  During times of plenty, however, doubling the food supply would probably have no noticeable effect on crime.

Yet, it is to Nobel laureate Ronald Coase that we owe the most influential argument for letting externalities solve themselves.  In "The Problem of Social Cost" (1960), Coase bypasses the earlier view that it is literally impossible to charge for some benefits.  Instead, he observes that every exchange has some amount of transactions costs.  Transactions costs vary from negligible—such as putting coins into a vending machine—to enormous—such as negotiating a contract with six billion signatories to improve air quality.

Coase drew strong implications from his common-sense observation.  Instead of arguing about whether or not something is an "externality," it is more productive to ask about transactions costs.  If transactions costs are reasonably low, then affected parties negotiate tolerably efficient solutions without government intervention.  

To take Coase's classic example, suppose that a railroad emits sparks on a farmer's crops.  As long as transactions costs are low, the railroad and the farmer will work out a solution.  Coase was particularly clever to emphasize that, in terms of economic efficiency, it does not matter whether the law sides with the railroad or the farmer.  Suppose that it costs $1000 to control the sparks, and the lost crops are worth $2000.  Even if the law sides with the railroad, the farmer will pay the railroad to control the sparks.  Alternately, suppose that it costs $2000 to control the sparks, the lost crops are only worth $1000, and the law sides with the farmer.  Then the railroad "bribes" the farmer for permission to continue sparking.

Coase's argument was, initially, controversial.  As George Stigler recounts in his autobiography, when Coase first presented his idea to a group of 21 colleagues, none agreed.  After an evening's argument, however, Coase convinced them all.  Coase's approach subsequently spread widely in both economics and law.  Faced with externalities, modern analysts almost immediately inquire about transactions costs.  For example, in the early 1950s, J.E. Meade advocated subsidizing apple orchards to correct for the positive externalities they provide to beekeepers.  Inspired by Coase, however, Steven Cheung (1973) wrote a careful case study of the bee-apple nexus.  In the real world, beekeepers and apple orchard owners do not wait for government to solve their problem.  They can and do negotiate detailed contracts to deal with externalities.  

Coase's approach is probably the main reason economists are skeptical of anti-smoking legislation.  While it is costly for smokers and non-smokers to directly negotiate with each other, the owners of bars, restaurants, and workplaces can cheaply balance their conflicting interests.  If non-smokers are willing to pay more to avoid the smell of tobacco than smokers are willing to pay to smoke, restaurants will disallow smoking—and charge a premium for their smoke-free atmosphere.  If unregulated markets fail to deliver a smoke-free world, Coasean logic suggests that smokers value smoking more than non-smokers value not being subjected to cigarette smoke.
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Notes for Communism





� Communism was imposed on relatively advanced East Germany and Czechoslovakia by the occupying forces of the Soviet Union, not revolution.


 


� Conquest, Robert.  1986.  Harvest of Sorrow (NY: Oxford University Press), p.187.





� Unluckier still were the millions of slave laborers in the mines and logging camps of Siberia.  Death rates were very high.  Contrary to Western impressions, most of the exiles were peasants, not former party members.





� Payne, Stanley.  1995.  A History of Fascism, 1914-1945 (Madison, WI: University of Wisconsin Press), p.370.
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� See Caplan, Bryan.  2004.  "Is Socialism Really 'Impossible'?"  Critical Review 16(1), pp.33-52.
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� Shleifer, Andrei, and Daniel Treisman ("A Normal Country." 2003.  NBER Working Paper #10057) point out that measured post-communist growth is unrelated to the rate of reform, but add that measured output in unreformed nations is overstated.  It follows that true output grew faster in countries that reformed more.











Notes for Externalities





� In principle, you could get the same results from pollution taxes, though these are usually more objectionable to industry than tradable permits.  





� Despite its popularity, even the national defense example can be criticized for failing to count the negative externalities of military spending on foreigners.  





� Some economists calculated, however, that the cost of treating smoking-related disorders was less than the savings attributable to smokers' shorter lifespans.  In other words, it is non-smoking that has negative externalities! (Viscusi 1994)





