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If GM had disappeared, its former workers and other inputs would not have sat around doing 
nothing. Another company—be it Toyota, Honda or Ford—would likely have taken over its 
operations, expanding production in the U.S. As a matter of economic theory, the overall 
economy—though perhaps not parts of Michigan and Ohio—would have done better if the 
market had been allowed to reallocate GM's labor and other inputs.  

We must also factor in the cost of the bailout to taxpayers, recently estimated by the U.S. 
Treasury at more than $25 billion, and the long-term economic harm from government partially 
repudiating the rights of GM's bondholders. More generally, the theoretical arguments are 
supported empirically by the tendency for countries to perform better economically when they 
rely more on free markets and less on socialism. 

From this standpoint, it was scary to hear President Obama's recent assessment of the GM 
bailout, in which he declared it a success and vowed to apply this policy broadly to U.S. 
manufacturing. This promise of expanded socialism is, to paraphrase the great 20th-century 
economist and philosopher Friedrich Hayek, the Obama Road to Serfdom. 

Drawing correct policy implications is hard because one naturally focuses on the jobs and 
production that are directly saved or lost when the government bails out GM or when Chinese 
imports expand. In contrast, it is impossible to detail where U.S. jobs and production would have 
been created or destroyed if GM had been allowed to fail or if trade with China were curtailed.  

What is feasible is to look at the overall impact of a set of policies. For example, a general 
increase in socialistic policies tends to lower economic growth. And, more specifically, the 
Obama administration's weakening of individual incentives to work and produce by its sharp 
expansion of transfer payments can be reasonably viewed as retarding the U.S. economic 
recovery since the end of the recession in 2009.  

With the addition of conservative thinker and budget expert Rep. Paul Ryan to the Republican 
presidential ticket, we can hope that the economic dialogue will become more serious. And 
perhaps this added substance will extend beyond the important issue of long-term fiscal reform 
to encompass the enduring but still crucial debate about socialism versus capitalism. 

Mr. Barro is a professor of economics at Harvard and a senior fellow at Stanford University's 
Hoover Institution.  

 


