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COLAB SAN LUIS OBISPO              

WEEK OF NOVEMBER 4 - 10, 2018 

 

THIS WEEK 

 

COUNTY TO GO EASY ON FEE INCREASES  

  

FINANCIAL RESERVES LOOK GOOD                           
UNTIL YOU POKE A LITTLE  

 

MORE SUBSIDIES TO ENTICE AIRLINE 

FLIGHTS/DESTINATIONS 

 

EASING ON CANNABIS REGS AT PLANNING 

COMMISSION 

 

LARGE INDOOR CANNABIS OPERATION 

PROPOSED FOR NIPOMO  

 

WATER BOARD MEETS ON AG RUNOFF 

 

LAST WEEK 

  

ELECTION ISSUES REVIEWED                                                
(IN COLAB IN DEPTH)  

  

NO BOARD OF SUPERVISORS MEETING   

 



2 
 

COUNTY FINANCIAL FORECASTS                                
(Pretty Much a Staff Driven Non-Event Back in October)  

 

SLO COLAB IN DEPTH                                                    
SEE PAGE 17 

 

Economic Policy Challenges Facing California’s Next 

Governor 

   

The Problem With Soft Socialism 
By Richard A. Epstein  

 

 

THIS WEEK’S HIGHLIGHTS 
 

 

 

Board of Supervisors Meeting of Tuesday, November 6, 2018 (Scheduled) 

 

 

Item 1 - 2019 Fee Increases – Set the Public Hearing for December 4, 2018.  The action sets 

the actual public hearing for Tuesday, December 4
th

. The good news is that there are few fee 

increases, several decreases, and the increases are relatively mild. The fee increases in those 

departments which impact business, agriculture, housing, and development in general are very 

limited. The key departments are Agriculture Commissioner, Planning and Building, Public 
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Health Department Environmental Division, and Public Works. The overall picture is 

summarized in the tables below. 

 

The impact of the current Board majority is being felt. COLAB has been monitoring and 

reporting on proposed fee increases since 2011. Between then and now the County has become 

more ginger and careful about raising fees. Note that the fees here are permit processing, 

regulatory, building inspection, heath inspection, and annual review fees designed to offset the 

County costs. Zoning exactions for water, sewer, roads, parks, fire, etc., are not included. 

 

Ag Commissioner 

  
 

Fire Department 
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Planning and Building Department 

 

  
 

Public Health - Environmental Health Division 
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Public Works Department 

 

  
 

  
 

 
 

  
See all the details at the link: 

http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9326/Mi4gU2NoZWR1bGUgQiBGW

SAyMDE5LTIwIFJlY29tbWVuZGVkLnBkZg==/12/n/101248.doc  

Call us if you spot any problems. Supervisor Hill often points out that the fees must be OK 

because no one comes and complains. 

 

Item 8 - Request to approve a Minimum Revenue Guarantee (MRG) Program to support 

solicitation of additional air service at San Luis Obispo County Regional Airport in the 

amount of $1,000,000, funded by the Tax Reduction Reserve Fund in FY 2018-19, and to be 

considered for annual renewal through the County budget process and administered by 

http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9326/Mi4gU2NoZWR1bGUgQiBGWSAyMDE5LTIwIFJlY29tbWVuZGVkLnBkZg==/12/n/101248.doc
http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9326/Mi4gU2NoZWR1bGUgQiBGWSAyMDE5LTIwIFJlY29tbWVuZGVkLnBkZg==/12/n/101248.doc
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Department of Airports, at the San Luis Obispo County Regional Airport, by 4/5 vote.  

This is an off budget cycle request to set up a new budget account to provide financial 

inducements to airlines that add additional service destinations to San Luis Obispo Airport. Some 

of the target cities include Portland, San Diego, and Dallas. The matter can be viewed as an 

economic development effort. 

 

a. How does this new program relate to the forecast $7.5-$10 million revenue expenditure 

shortfall for the proposed FY 2019-20 Budget? 

 

b. How does it relate to the need for an annual backstop of $2 million to $4 million to provide 

local leverage match on housing? 

 

Item 9 - Update on the FY 2017-18 Fund Balance and Projected 2018-19 Reserves.  

The table below shows the status of fund balance at the end of FY 2017-18. 

 

  

 

Reserves By Fund:  The 2 tables below show the balances projected for the end of the current 

FY 2018-19 fiscal year. If the projections are realized, the County will have $13 million in 

unrestricted funding available from its general reserve and $24.8 million unrestricted in its 

contingency reserve. The red arrows in the tables below point to the truly unrestricted amounts. 

As noted in the table below, the other amounts are restricted by law or policy to the services for 

which they have been accumulated. 
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All this looks appropriate for a county budget of the size of San Luis Obispo County. As we 

stated last week, the County should not have much difficulty figuring out how to eliminate its 

forecast $7.5 million to $10 million revenue expenditure shortfall for FY 2019-20. The real test 

is how to do it without using one- time fund balance or contingency. 

 

a. How will the Solar Plant mitigation fund be reimbursed? Is the $12 or so million amount 

accounted for in Budget planning? 

This one started 

out with $20 

million. 
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b. San Luis County has done a good job (per the green arrow above) to fund some of the 

depreciation and ultimate replacement costs on its buildings. The question here is how much 

should this be over the years and decades?  

  

Caution:  A few more big lawsuit losses and/or a recession could put tremendous pressure on 

the County services. For example the blue arrow on the chart on the prior page points to the one- 

time solar plant mitigation moneys received from sales tax on materials used in building the solar 

arrays in the Eastern County. This account once had $20 million, but it has been frittered away 

on lawsuits and other expenditures. Think if had been used to set up a permanent housing 

revolving loan fund that could have been grown over the decades.  

 

 

Item 40 - Review of the FY 2019-20 Budget Goals and Policies, Budget Balancing Strategies 

and Approaches, and Board Priorities.  The staff is checking in to make sure the Board agrees 

with the current budget process, priorities, reduction process if it is necessary, and schedule.  

These were pretty much developed to address the last recession and have not changed (except for 

Roads being added as one of the priorities). 

 

   
Most of the presentation is about sound public administration budgeting principles which the 

County has endeavored to follow.  Our continuing recommendations Include:  

 

1. Again and as in prior years, we recommend that the Board take a week in May (prior to the 

general review) to examine the Budget in detail so that members and the public can understand 

how the actual expenditures are derived and made. Every 3 years or so the Board should go 

through the detail underneath the general presentation.  
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2. It is also hoped that the budget presentation can be enhanced by showing the program level 

costs and revenues below the division level and tie the performance measures to the program 

cost centers. 

 

3. A report and presentation on how the budget would look with reduction scenarios of 2%, 5%, 

and 7% could provide ideas for the Board to get more of their priorities funded, such as housing, 

roads, and other infrastructure, and at the same time to lessen the burden on new development. 

 

4. The Board could also receive a report on opportunities for further privatization and 

opportunities to share services with other jurisdictions. 

 

5. We’re still not sure what the goofy inflation charts are supposed to do other than justify 

spending more money.  

 

Item 44 - Submittal of a resolution outlining the County General Assistance program, an 

assistance program for those persons who are ineligible for aid under any other federal or 

state program, which will revoke and replace resolution No. 93-74.  The General Assistance 

Program, known as GA, is the rock bottom mandated State program of last resort, which requires 

counties to provide welfare to people who have no other resource and who haven’t qualified for 

the large State/Federal welfare programs such as Supplemental Social Security, Temporary 

Assistance to Needy Families (traditional welfare), Aid to the Blind, Veterans Benefits, etc. It is 

locally funded from the County General Fund and is not reimbursed by the higher levels of 

government. 

 

The action item here is to bring the County’s GA program into line with State mandated changes. 

The tables on the next two pages detail the changes which appear to represent a liberalization of 

the eligibility rules, process, and grant amounts.  

 

 

 

 

Please see the table on the next page for details:  
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The projected financial impact is displayed below: 

 

  
 

 

Questions: 

 

1. What is the average number of clients on GA in any given month? 
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2. What has been the trend in average number of clients per month over the past 3 years? 

 

3. What is the total number of unduplicated GA clients per year for the past 3 years? 

 

4. What has been the average dollar grant per month per year for the past 3 years? 

 

5. What is the range of the grant which SLO County may adopt? What maximum level is being 

adopted? 

 

6. How will these changes impact these numbers? 

 

7. What is the average grant per month in the neighboring counties? Will the improvements here 

cause people to move to SLO County? 

 

8. Given that the County is host to Cuesta College and Cal Poly and now that full time students 

are eligible, is it possible there will be a run on the program? How many credit hours does a 

student have to take to receive GA? 

 

9. Will there be staffing increases necessary to administer the new regs?  

 

 

 

Planning Commission Meeting of Thursday, November 8, 2018 (Scheduled)  

 

 

Item 6 - Modifications to the County’s Cannabis Regulatory Ordinances.  As expected, 

many difficulties have cropped up in administering the County’s regulatory ordinances. The 

issues are complicated and involve the practicality of the ordinances from the standpoint of 

actual operations. This item contains a number of revisions to add clarity and workability. It is 

likely that this is not the last one. 

 

Readers can sample the flavor of the details at the link: 

 

http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9306/MDFfSW5sYW5kIFB1YmxpYy

BIZWFyaW5nIERyYWZ0X0ZJTi5wZGY=/12/n/100868.doc  

 

Item 44 - Application by SLO Cultivation, Incorporated for a Conditional Use Permit 

(DRC2017-00118) to establish 22,000 square feet of indoor (mixed-light) cannabis 

cultivation, 35,000 square feet of indoor cannabis nursery (growing immature plants), 

2,600 square feet of dry hanging area, 2,700 square feet of processing area, and 300 square 

feet of non-storefront cannabis dispensary located on three parcels totaling approximately 

75 acres. Cultivation, nursery, and dry hanging activities would occur within the easterly 

2.5-acre (108,900-square-feet) section of an existing 5-acre (217,800-square-foot) 

http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9306/MDFfSW5sYW5kIFB1YmxpYyBIZWFyaW5nIERyYWZ0X0ZJTi5wZGY=/12/n/100868.doc
http://agenda.slocounty.ca.gov/agenda/sanluisobispo/9306/MDFfSW5sYW5kIFB1YmxpYyBIZWFyaW5nIERyYWZ0X0ZJTi5wZGY=/12/n/100868.doc
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greenhouse facility. Cannabis processing activities, including separation, trimming, 

manicuring, grading, sorting, packaging and labeling, and the non-storefront dispensary 

would occur within a proposed 3,000-square-foot building located near the northeast 

corner of the existing greenhouse. The request also includes a modification of the parking 

standards to reduce the required number of parking spaces onsite from 120 to 25 spaces. 

This would appear to be a fully vertically integrated operation, which includes most of the steps 

required to grow, process, and distribute finished marijuana products. 

 

The staff recommends approval. If the County bans oil and gas production, eventually kills the 

Phillips 66 Refinery, bans riding on the dunes, and converts the Diablo site into a nature 

preserve, what have they got left?  The County can attempt to maximize the cannabis industry. 

It’s not clear that a bud snipper at a grow will make the same salary as a nuclear engineer at 

Diablo. Oh well, it’s a “green” economy. 

 

  
 

 

 

Regional Water Quality Control Board Meeting of Thursday, November 8 and Friday 

November 9, 2018 (Scheduled) – 9:00 AM Both Days - Central Coast Water Board Offices, 

895 Aerovista Place Suit 101, San Luis Obispo 

Item 5 - Agricultural Order 4.0 Requirement Options.  The Board will be considering ways 

to make the current irrigated ag runoff and percolation rules even more stringent. This is a 

How many acres of 

marijuana can you fit in 

here & other places zoned 

ag. and rural lands? 



14 
 

massive item wherein the Water Board is planning to intensify the regulation of irrigated 

agriculture. Click on the line “Staff Report” to open the agenda item. The link “Supplemental 

Attachment,” below, will take you to the agricultural community’s alternative proposal. The 

Farm Bureau of SLO County (and many other counties) and the Grower Shippers of San Luis 

Obispo and Santa Barbara Counties are heavily involved in this issue. 

Various enviro groups keep suing the Water Board to compel them to take harder actions. 

Vegetables, grapes, fruit, and food in general are at risk. They don’t like ag or oil and gas either.   

  STAFF REPORT  

o Supplemental  

o Supplemental attachment: Alternative Proposal 1 - Ag Industry Organizations 

(10/8/2018)  

  

 

LAST WEEK’S HIGHLIGHTS 

  

 

 

No Board of Supervisors Meeting on Tuesday, October 30, 2018 (Not Scheduled)  

 

Tuesday October 30
th

 was a 5
th

 Tuesday of the month, on which the Board is not usually 

scheduled. 

 

County Financial Forecasts:  Back on September 28, 2018 the Board received reports on the 

financial forecast for the FY 2019-20 Budget and a 3-year financial forecast for FY 2019-20 

through FY 2021-2022.  

 

Background:  We repeat this section from last week as it relates to items 8 and 9 in this week’s 

section above. 

 

  

1. The FY 2019-20 Forecast: 

 

 

It is projected that the County could be initially facing a $7.5 million to $10 million 

revenue/expenditure gap. Revenues are not keeping up with expenditure growth. 

 

 

https://www.waterboards.ca.gov/centralcoast/board_info/agendas/2018/november/item5/item5_stfrpt.pdf
https://www.waterboards.ca.gov/centralcoast/board_info/agendas/2018/november/item5/item5_supp.pdf
https://www.waterboards.ca.gov/centralcoast/board_info/agendas/2018/november/item5/item5_supp_att.pdf
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This seems strange, since most of the key revenues are growing, thanks to the economy.  Unless 

a recession emerges between now and next Spring we would expect the gap to be closed. After 

all $7.5 million is only about .01% of the total projected expenditures. 

 

The discussion of Fund Balance Available (FBA) is significant because it is used to balance the 

budget. 

  

 
It would be helpful to know what portion of FBA is true non-departmental local discretionary 

dollars and what part is categorical funding restricted to specific purposes by law. The best 

practice is to use the true discretionary FBA for one-time purposes or for reserves so as not to 

accelerate expenditures beyond natural revenue growth. 

 

Also note that the 2nd paragraph contains a warning that FBA could be reduced by salary and 

benefit increases negotiated during the current FY 2018-19 fiscal year. The Board approved 

raises and benefit increases several weeks ago which will total millions of new dollars in both 

FY 2018-19 and FY 2019-20. Were those included in the expenditure projection above? How 

much salary savings (maintaining vacant staff positions) are included in the projections? 

 

 

2. The FY 2019-20 thru FY 2021-22 Three-Year Projection:  This is a new presentation this 

year and is very useful. The staff presents several scenarios ranging from business as usual to 

more and more difficult. The tables below are illustrative: 

Base Scenario: 
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It does not contain any salary and benefit increases, which given commitments already made 

does not seem very realistic. 

 

Base Scenario with a 1% salary and benefits increase each year: 

 

  
 

Base Scenario with a 2.2% salary and benefits increase each year: 

 

  
 

Adding Positions:  The County has added an average of 44 new positions each year for the past 

5 years. If it continues this pattern, it would impact the base scenario per the chart below. Note 

that this would be on top of each of the other scenarios. 

  
 

A mild recession:  Again this example would be on top of the others. 
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The staff should be congratulated for preparing this analysis and should extend it to 5 years when 

it has a chance. 

 

 

COLAB IN DEPTH 

IN FIGHTING THE TROUBLESOME, LOCAL DAY-TO-DAY ASSAULTS ON OUR 

FREEDOM AND PROPERTY, IT IS ALSO IMPORTANT TO KEEP IN MIND THE LARGER 

UNDERLYING IDEOLOGICAL, POLITICAL, AND ECONOMIC CAUSES AND FORCES  
 

Economic Policy Challenges Facing California’s Next 

Governor 

 

 
Hoover Institution economists have just written a new paper describing a number of significant 

economic problems within California and how to fix them. 

California is the world’s fifth largest economy and is home to some of the world’s most 

innovative organizations, workers, and entrepreneurs. But despite these successes, the California 

Dream is currently out of reach for many Californians. The problems addressed here include 

high housing costs, high energy costs, underperforming public schools, unreliable water supplies, 

high and rising health care costs, inadequate state capital investments, and large unfunded 

pension liabilities. These are not new problems, but rather have been plaguing the country for 

years. 

Consider the following statistics: 

https://www.hoover.org/sites/default/files/research/docs/economicpolicychallengescalifornia_ohanian_hooverinstitution_10-2018_updated.pdf
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 California ranks 49
th

 in the country in housing affordability and 49
th

 in new home construction. 

Only about 30 percent households can afford the median priced home, while 25 percent of the 

country’s homeless are in California. 

 Over half of California renters pay rents that are considered to be unaffordable relative to their 

income. 

 Nearly 40 percent of Californians live at or near poverty levels, and nearly one third of the 

country’s welfare recipients live in California. 

 California has the country’s 6
th

 highest tax burden and ranks 40
th

 in inflation-adjusted, after-tax 

income. 

 California public K–12 schools rank 41
st
 in the country, despite substantially higher spending on 

schools. 

 California’s public infrastructure receives a grade of D+ by the American Society of Civil 

Engineers, reflecting insufficient government capital investments. 

 California has unreliable water supplies that severely impact the quality of life during drought 

periods, which raise business costs and introduce uncertainty in business planning. 

 Average California residential electricity prices are among the highest in the country and are 

roughly twice as high as those in Texas, which not only has more wind and solar generation 

capacity than California but also has implemented vigorous competition in the retail electricity 

market. 

 California’s nearly 14 million Medi-Cal recipients would represent the nation’s 5
th

 largest state. 

Poorly-designed economic policies have either created or significantly contributed to these 

problems. The policy fixes that are briefly summarized below are simple, common sense 

ideas based on standard economic reasoning that could save Californians hundreds of billions 

in costs, and could increase economic growth substantially. 

 Health Care Reform. California households would save roughly $330 billion over the next ten 

years with policy reforms that increase access to high-deductible, low-premium health plans; 

significantly expand health savings accounts; increase the scope of activities performed by 

physician assistants and nurse practitioners; and limit medical expense tax deductions, among 

other reforms described in this paper. These reforms will lead to more cost-conscious consumers 

and providers, will not compromise the quality of care, and will also expand the supply of health 

care. Single-payer health care, which has been proposed in California, will require massive new 

taxes and likely lead to reduced availability and ultimately worse outcomes on almost all quality 

dimensions. 

 Housing Policy Reform.  The California economy would ultimately grow by an additional $800 

billion annually if the severity of land-use regulations and restrictions were reduced to the levels 

prevailing in 2000. This includes regulatory reform that would substantially limit the ability to 

bring lawsuits that delay or prevent development and zoning reforms that would limit the ability 

of local interest groups and politicians to prevent development. Proposition 10, which would 

allow local governments to expand rent control, would likely make the housing crisis much 

worse by reducing the current supply of rental housing and by reducing construction of future 

rental housing. 

 K–12 Education Reform. California would accumulate an additional $16.6 trillion of economic 

growth into the indefinite future with permanent reforms focused on teacher effectiveness and 

https://www.hoover.org/research/health-care-policy-reform
https://www.hoover.org/research/housing-policy-reform
https://www.hoover.org/research/education-reform-0
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learning outcomes, including lengthening the probationary period before teachers receive tenure; 

requiring a higher level of student learning effectiveness for awarding teacher tenure; basing 

teacher layoff policies on teaching effectiveness, rather than on seniority; expanding charter 

schools to stimulate competition among schools; directing resources toward the best performing 

schools; and closing chronically poorly performing schools.  

 Water Policy Reform. A well-functioning water market would completely eliminate water 

rationing and water shortages, even in drought years, by allowing the price of water to respond to 

changes in water supply and demand. Agricultural users with water rights should be legally able 

to sell their water. State and local government agencies should pay the market price for water, 

including for water used for environmental purposes. Valuing water at its true market price will 

substantially reduce inefficient water use and waste. 

 Pension Reform. California has about $760 billion in unfunded pension liabilities—roughly 

$60,000 of unfunded obligations per California household—when valued using standard 

financial principles. Resolving this unsustainable debt requires transitioning state and local 

government employees from defined benefit pension plans to a defined contribution, 401(k)-type 

plan. The federal Thrift Savings Plan, which is used by federal government employees, is an 

excellent model for a defined contribution program for California government workers. In the 

absence of such reforms, California tax rates would need to rise to levels that would severely 

damage the California economy. 

 Electricity Policy Reform. California electricity prices would fall substantially if policies 

expanded the footprint of California’s wholesale electricity market to include more Western 

states and reformed the pricing of network services to reduce the large difference between 

wholesale and retail electricity prices. Reducing this retail-wholesale price differential would 

lead to much more efficient production of solar energy through solar farms, rather than 

residential solar generation, and this would also lead to more purchases of electric cars. 

To view the full white paper on Economic Policy Challenges Facing California’s Next Governor, 

click here to download the .pdf. This article first appeared in the October 29, 2018 Stanford 

University Hoover Institution Daily Report. The full text of the Report can be accessed at the link 

above. 

 

The Problem With Soft Socialism 
By Richard A. Epstein     

 

The political landscape in the United States continues to become ever more divisive—and ever 

more incoherent. The Trump administration is engaging in a major program of deregulation and 

lower taxation at home, while pursuing tariffs and a trade war abroad. Simultaneously, a growing 

fraction of the Democratic party is moving left from liberalism to progressivism to democratic 

socialism. Politicians like Bernie Sanders and Elizabeth Warren proudly call themselves 

democratic socialists and advance a vision for the country in which well-designed regulations 

mitigate what they regard as the corrosive the effects and embedded inequality of the capitalist 

https://www.hoover.org/research/water-policy-reform
https://www.hoover.org/research/pension-reform
https://www.hoover.org/research/electricity-policy-reform
https://www.hoover.org/sites/default/files/research/docs/economicpolicychallengescalifornia_ohanian_hooverinstitution_10-2018_updated.pdf
https://www.hoover.org/profiles/richard-epstein
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system. They rightly dissociate themselves from the brutality and totalitarianism of the socialist 

regimes, from the Soviet Union to China to Cuba to Venezuela; their hope is to achieve a state-

dominated economy in a benign democratic form.  

 

But how exactly does a socialist economy operate within a democratic system? As if on cue, this 

question is addressed by President Trump’s Council of Economic Advisors in a timely new 

report, “The Opportunity Costs of Socialism.” Its conclusion is that socialism cannot succeed 

even in democratic societies. The Report makes its case in part by showing how once prosperous 

nations like Cuba and Venezuela have become economic basket cases as formerly democratic 

institutions gave way to totalitarian rule. 

The Council’s Report quickly provoked indignant responses for its “bizarre” juxtapositions of 

mass atrocities with market distortions. But even if the two issues are rigidly separate, 

Democratic socialists still have to explain why a system that has failed whenever it has been tried 

can succeed under their tutelage. To borrow a grandiose phrase from Marx, the internal 

“contradictions” of socialism doom it to failure. To see why, start with some definitions of 

socialism. As the Council notes, the Oxford English Dictionary defines socialism as “a political 

and economic theory of social organization which advocates that the means of production, 

distribution, and exchange should be owned or regulated by the community as a whole.” A 

somewhat shorter definition speaks of socialism as “collective ownership of the means of 

production,” in contrast of course with a regime of (bourgeois) private property. This latter 

regime, according to Marxist theory, “is the final and most complete expression of the system of 

producing and appropriating products, that is based on class antagonisms, on the exploitation of 

the many by the few.” More modern democratic socialists tend to soften the claim for state 

ownership by speaking, as does the democratic socialist journalist Meagan Day, of “pooling 

society’s resources to meet people’s basic needs.” 

Claims like Day’s are long on aspiration but short on implementation. On the one hand, the 

socialists do not acknowledge the huge successes of the capitalist system that they so vehemently 

decry. Historically, as economist Robert Gordon has shown in his book “The Rise and Fall of 

American Growth,” the greatest improvement in human progress and well-being took place in 

the United States between 1870 and 1940, which, ironically, is the exact period dominated by 

laissez-faire constitutionalism—that is, the belief that government energies should be devoted to 

the protection of competitive markets from the risks associated with force, fraud and monopoly, 

coupled with strong support for charitable programs to help those left behind. These gains were 

not, and could not have been, constricted to the few rich. Indeed, the biggest achievement of that 

period was the rapid increase in life expectancy, the gains from which could not be confined to 

the top one percent as it moved from about 40 in 1870 to 63 in 1940. 

The explanation for these gains lies in the success of the very institution that the Democratic 

Socialists deplore: the dominance of competitive markets over any alternative form of economic 

organization. Its legal presupposition is a system of freedom of contract that requires strong 

private property rights. The response on the left—from Marx to Day—is that competitive 

markets represent a form of “exploitation” that the Democratic Socialists will root out. 

Analytically, that claim gets matters exactly backwards. The reason why theft—taking the 

property of someone else without their consent—is socially destructive is that it leaves one side 

https://www.whitehouse.gov/wp-content/uploads/2018/10/The-Opportunity-Costs-of-Socialism.pdf
https://www.vox.com/policy-and-politics/2018/10/23/18013872/white-house-socialism-report-cea-mao-lenin-bernie-sanders
https://www.marxists.org/archive/marx/works/1848/communist-manifesto/ch02.htm
https://www.vox.com/first-person/2018/8/1/17637028/bernie-sanders-alexandria-ocasio-cortez-cynthia-nixon-democratic-socialism-jacobin-dsa
https://www.amazon.com/s?k=rise+and+fall+of+american+growth&hvadid=241591313962&hvdev=c&hvlocphy=9073479&hvnetw=g&hvpos=1t1&hvqmt=e&hvrand=4785986457999800065&hvtargid=aud-509611686427%3Akwd-296933301288&tag=googhydr-20&ref=pd_sl_7kgja8ycdc_e
https://www.amazon.com/Progressives-Rewrote-Constitution-Richard-Epstein/dp/1933995068
http://www.brown.edu/Departments/Economics/Faculty/Allan_Feldman/efiles/PDFs/Welfare%20Economics.Draft.pdf
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better off and the other side worse off. In the short run, the gains to the taker are almost always 

smaller than the losses to the prior owner, who knew best how to utilize the asset. In the long 

run, the outcome is still worse, for who will invest in creating and maintaining any asset that can 

be snatched away by others? 

Voluntary contracts—those not tainted by duress or fraud—are exploitation’s opposite. They 

foster mutual gain for all parties. No self-interested person will enter into a voluntary contract for 

labor or goods unless he or she is left better off than before. Both sides have the same objective, 

so that these arrangements are a positive sum between the parties, while creating additional 

opportunities for third parties. That market has to be regulated in ways that guarantee the security 

of transactions, which allow these transactions to take place over long periods of time—a 

necessity in transactions for employment, loans, construction, insurance, and so on. It is for that 

reason that the state records title and requires certain key contracts, such as those for the sale of 

real estate, to be in writing. Of course, transacting parties act out of their self-interest, but that 

self-interest is constrained by the self-interest of others. Greedy persons tend to get frozen out of 

markets by becoming unattractive trading partners. Reputation is thus a powerful force keeping 

market actors in line. 

The challenge to the Democratic Socialist is to develop some alternative form of social 

organization. But why believe that the collective ownership of social resources, or pooling 

resources, can promote the satisfaction of basic social needs? It can’t. The key payoff from 

ownership is control, and just who controls an asset that is owned by everyone? The state is an 

abstraction, as is the corporation. But there the similarity ceases. A corporation’s assets are 

owned by its investors, who can then organize a board of directors that chooses its chief 

executive officer. The group of founders is small and cohesive. No diffuse public body can exert 

that same kind of careful control over assets, and since the profit motive is ruled out of the 

picture from the start, the individuals that somehow take charge of the overall enterprise will do 

so by political intrigue. Once in control, they will have no strong incentive to economize on 

costs. 

Nor, as Friedrich Hayek stressed long ago, do these “central planners” have any reliable 

information about the two things that are key to making any enterprise work: the costs of inputs 

on the one side and the value of outputs on the other. As the Council’s report rightly argues, 

socialist policies “provide little material incentive for production and innovation and, by 

distributing goods and services for ‘free,’ prevent prices from revealing economically important 

information about costs and consumer needs and wants.” When buyers and sellers agree on 

prices, they do not have to explain their decisions to any administrative body. These prices can 

move by the day or the hour, in response to market conditions, including other market actors. 

That is a time frame under which no administrative body can work. 

But even without centralized government control, everyone still labors under a powerful 

constraint from other market participants who will seek to economize on costs and develop new 

innovations. These market innovators, driven by the profit-motive, can produce novel products 

and services to fill market demand, knowing that they enjoy the protection of patents, copyrights, 

trade secrets and trade names. Will democratic socialists remove property rights in these areas? 

And still hope to foster innovation? 

Democratic socialists understand that their collective utopia cannot function without the 

information and performance generated by private markets. So how does the collective we 

https://www.econlib.org/library/Essays/hykKnw.html
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“pool” resources? Bold words notwithstanding, they sense that the abolition of all private 

property is a step too far. So they try to chip away at this structure in the search of higher equity. 

Elizabeth Warren has a hair-brain scheme to make corporations more accountable by allowing 

government officials to appoint some fraction of their members, without explaining how any 

director can simultaneously owe fiduciary duties—the highest legal obligation to act in the best 

interest of a party, and the rule that keeps our corporate law going— to parties with adverse 

interests. Bernie Sanders constantly pushes Medicare for all and free college tuition for all 

without ever understanding that with a price of zero dollars, supply and demand will be 

perpetually out of whack. Consumer demand explodes with the promise of free goodies, while 

the supply of goods and services shrinks given the want of revenue to cover wages and capital 

expenditures. When public price or wage controls ensure that supply will necessarily outstrip 

demands, only two responses, in tandem, occur. Queues form and quality declines. 

The economic disruption will of course have political consequences. As the formal restraints on 

state power erode, factions will continue to vie for political advantage. In these settings, the one 

side can only win if the other side loses. This, in turn, ups the pressure on resources, which 

become ever more scarce. The tragedy is that Democratic Socialists are blind to both logic and 

history as they try once again to peddle to the public an experiment that has already failed far too 

often. 

Richard A. Epstein, the Peter and Kirsten Bedford Senior Fellow at the Hoover Institution, is the 

Laurence A. Tisch Professor of Law, New York University Law School, and a senior lecturer at 

the University of Chicago. In 2011, Epstein was a recipient of the Bradley Prize for outstanding 

achievement. In 2005, the College of William & Mary School of Law awarded him the Brigham-

Kanner Property Rights Prize. Epstein researches and writes in a broad range of constitutional, 

economic, historical, and philosophical subjects. He has taught administrative law, antitrust law, 

communications law, constitutional law, corporation criminal law, employment discrimination 

law, environmental law, food and drug law, health law, labor law, Roman law, real estate 

development and finance, and individual and corporate taxation. 
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